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PREFACE 


The present Survey is the thirty-fifth in a series of reports prepared by the 
secretariat of the Economic Commission for Europe to serve the needs of the 
Commission and to help in reporting on world economic conditions—a task 
which the Economic and Social Council of the United Nations has entrusted 
to the Department of Economic and Social Affairs. 


This Survey is published on the responsibility of the secretariat, and the 
views expressed in it should not be attributed to the Commission or to its 
participating Governments. 


The pre-publication text of this Survey was completed on 22 February 
1982 and made available to the 37th session of the Economic Commission for 


Europe. The final text, incorporating minor changes, was completed on 8 April 
1982. 


EXPLANATORY NOTES 


The following symbols have been used throughout this Survey: 
. = not available or not pertinent; 
— = nil or negligible; 
* = estimate by the secretariat of the Economic Commission for Europe; 
| =signifies a break in the comparability of a statistical series. 


In referring to combinations of years, the use of an oblique stroke—e.g. 
1980/81—signifies a twelve-month period (say from 1 July 1980 to 30 June 
1981). The use of a short dash—e.g. 1980-1982— погтаПу signifies either an 


average of, or a total for, the full period of calendar years covered (including 
the end-years indicated). 


___ Unless the contrary is stated, the standard unit of weight used throughout 
is the metric ton. The definition “billion” used throughout is one thousand 
million. Minor discrepancies in totals and percentages are due to rounding. 
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CHAPTER | 


WESTERN EUROPE 


1. RECENT ECONOMIC DEVELOPMENTS IN WESTERN EUROPE AND NORTH AMERICA 


(i) Output and demand 


In 1981 the western market economies of the ECE 
region were still restrained by the consequences of 
the second oil price shock. The immediate 
deflationary impact of this second round of increases 
in crude ой prices which, unlike the first round, was 
extended over a period of some 18 months from the 
end of 1978, was reinforced by restrictive policies 
designed in the first place to prevent a new 
inflationary spiral being set off by the higher oil 
prices, and in the second place to secure a further 
significant reduction in the underlying rates of 
inflation. The deflationary impact of higher oil prices 
on demand in the industrial market economies had 
probably diminished considerably by the end of 
1980, but output growth in 1981 was still held back 
by the restrictive stance of policy which in most 
countries still gave priority to the reduction of 
inflation. This restrictive policy stance was reinforced 
in a number of countries by the need to reduce 
current account deficits and general government 
borrowing requirements. Fiscal policy generally 
tended to become more restrictive in 1981, partly in 
an attempt to strike a better balance between fiscal 
and monetary policy and to achieve lower interest 
rates for a given degree of monetary restraint. 
However, for western Europe the modest recovery of 
output foreseen at the beginning of 1981 has also 
been impeded by the rapid transmission of high and 
volatile interest rates from the United States where 
tight monetary policy has collided with an expansive 
fiscal policy. Because of their important effects on 
domestic inflation rates, west European countries 
have been unwilling to accept large falls in their 
dollar exchange rates and so their interest rates in 
1981 were heavily influenced by those in the United 
States. Not only are high real rates of interest likely 
to have been an important factor in the weakness of 
demand for investment, but their volatility in the 
past two years (partly due to changes in the method 
of monetary control in the United States) has created 
a further element of uncertainty which is likely to 
have a negative impact on business expectations as to 
the timing of the expected recovery. 


Against this background the growth of output in 
western Europe in 1981 fell for the second year 
running and was actually negative for the first time 
since 1975 (table 1.1.1). The decline in output was 


widespread with six of the 13 European countries 
registering declines of between 0.3 to 2.2 per cent; 
there was zero growth in Austria and Italy, while 
growth was positive but marginal (0.1 to 1 per cent) 
in Finland, France, Norway and Switzerland. The 
estimated increase of 2.5 per cent in Irish GDP is 
exceptional and largely reflects a more expansionary 


‘fiscal policy in 1981 than in 1980 and, especially, a 


sharp rise in publicly financed investment. 


This outcome for 1981 is generally rather worse 
than had been expected on the basis of national 
forecasts at the beginning of the year, although the 
difference is not in fact very large: the prospects at 
the beginning of 1981 were for a slow recovery and, 
for western Europe as a whole, a marginal rise in 
output of some 0.2 per cent (year-on-year); instead 
there was a fall of nearly half of one per cent. 


In the United States the cyclical recovery of output 
which had begun in the second quarter of 1980 was 
checked in the second quarter of 1981 by tight 
monetary policy and high interest rates which hit 
investment and the demand for consumer durables 
(particularly automobiles). GNP fell sharply in the 
last quarter of 1981 but for the year as a whole GDP 
rose by 1.9 per cent against a fall of 0.2 per cent in 
1980. 


For western Europe the profile of the present 
recession can be seen more clearly from the series for 
industrial production, for which quarterly data are 
more widely available than for GDP. For most 
countries individually and for western Europe as a 
whole, the previous upswing in the growth of 
production, which had started at the beginning of 
1978, peaked in the first quarter of 1980 (table 1.1.2). 
Output then fell throughout the rest of 1980 until it 
was checked in the first quarter of 1981. However, 
the recovery was weak and quickly petered out in the 
second and third quarters under the influence of 
higher interest rates and fears of the inflationary 
consequences of further depreciation of most west 
European currencies against the dollar. For most of 
the European countries in table 1.1.2 output in the 
third quarter was actually lower than in the first, and 
for five of the 12 it was lower than in the last quarter 
of 1980. 

Comprehensive data for the last quarter of 1981 
are not yet available, but provisional data for 
October do not indicate any significant strengthening 
of the recovery in the European Economic 
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TABLE 1.1.1 


Annual changes in real gross domestic product 
1973-1976 and 1979-1982 
(Percentages) 


1973 1974 


1975 


1976 1979 1980 1981 


Oe ее ЕЕ ee ee 


Austria 4.9 39% =0:4 4.6 4.9 81 — 2.0 
Belgium . 6.2 Ч 53 2,5 2.41.0 1.0 
Denmark . 3.8 —0.7 —1.0 6.9 3.0 —0.2 —1.0 3.0 
Finland 6.5 32 0.6 0.3 7.6 5.0 1.0 1.5 
Егапсе И Е. 5.4 3.2 0.2 5.2 35 12 0.6 3.1 
Germany, Fed. Rep. of . 4.9 (05 18 5.2 4.4 oO 1.5 
Ireland бб 4.1 3.7 22 2.0 2.4 1.9 255) 1.0 
Italy 7.0 4.1 —3.6 5.9 4.9 4.0 - 1.0 
Netherlands . 5.7 35. =1.0 53 1.8 0.67 10 1.0 
Norway 4.1 Sy) 4.2 6.8 4.5 3.8 0101 
Sweden 3.9 4.3 2.2 17) 4.1 1.8 —08 1.0 
Switzerland . 3.0 1508 7.3 a4 2.5 4.4 06 —1.1 
United Kingdom . 75 — 0 —06 3.6 1.4 — 1:4 6-22 1.2 
Western Europe? . 5.6 PAY) И 4.6 3.6 16 —04 1.5 
Canada US 3.5 1.1 5.8 3.0 - 3.6 2.2 
United States 5.4 —0.6 -09 5.4 3.2 —0.2 1.9 3.0¢ 
North America? 5.6 =O Oli, 5.4 3.2 —0.2 2.1 
Sources: OECD, National Accounts of OECD Countries, Paris; national statistics and appendix table. 
а At market prices. 
5 Weighted by the dollar values of 1975 GDP. 
¢ Fourth quarter to fourth quarter. 
TABLE 1.1.2 
Annual and quarterly changes in industrial production, 1979-1981 
(Percentage change over previous year or quarter) 
19800 19814 
1979 1980 1981* 01 02 03 04 01 02 Q3 04° 
Austria. 7.3 2:5 O77 =0125 —23 1.5 -05  -02 -—1.6 
Belgium 4.7 SILKS о = 7 -S=2.5, 5 =2'6; 94-4 2.8 1.8555 =2:6 
Finland 10.6 tS 1:5 3.7 2:7 14s —46 бб 2.9 2.0 
France . late ete: 4.7 =04  —2.5 - —2.5 0:9 2:55) 2.6 - 0.9 
Germany, Fed. Rep. of . 9.2 9-15 Е 09 1.8 —0.9 - 
Ireland 4 et. 01. 6.2 —1.0 16 -20 —4.8 -0.6 4.2 0.7 1.6 
Italy : 6.7 5.1 —3.0 42 —26 -7.6 5.3 10 —28 —4.2 
Netherlands . 2.8 — ^ —2.5 3.6 —26 —4.4 371 -09 -—27 —159 
Norway 7.1 6.1 — 5.1  —0.5 -71 3.4 1.3 23 —4.4 1.8 
Sweden? . 6.6 = RES 027.5 Sa) С-В 0:1 —1:1 —0.8 
Switzerland . 2.0 5.3 —- 3.6 —09 —09 —1.8 0.9 1.8 2.6 
United Kingdom 3.8 —6.7 —4.0 -—25 1-27-30 51-21 —1.0 0.4 0.6 
Western Епгоре‹ 5.0 OS A) L055 =2-2.) —19: —0.6 0.2 —0.5 —04 
Canada 3 19 30 —07 —2.6 - 2:3 1.0 26 —3.0 
United States 4.4 —3.6 2.5 0.1 —5.4 —1.5 4.6 2.0 0.5 0.3 —4.4 
North America°. 4.5 —8 5) 2.5 - 5.2 —-14 4.4 1.9 0.7 - 


Sources: National statistics and OECD, Main Economic Indicators, Paris. 
а Seasonally adjusted. 


Community,' while in both the Federal Republic of 
Germany and the United Kingdom industrial output 
fell by 1-1.5 per cent in November. Thus in western 
Europe output has remained more or less stagnant 
from the last quarter of 1980 to the end of 1981. 


‘Commission of the European Communities, 


European 
Economy, Supplement A, No. 1, January 1982. 


5 Mining and manufacturing. 
с Weighted by 1975 industrial output in US dollars. 


The timing of cyclical developments in the United 
States have been rather different from those in 
western Europe. After the 1974/75 recession, which 
was quite closely synchronized on both sides of the 
Atlantic, the recovery of output was much stronger in 
the United States: it continued from 1976 until the 
first quarter of 1979, whereas in western Europe it 
was broken by the mini-recession of 1977. In the 
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United States output remained virtually stagnant 
throughout 1979 until it fell sharply in the second 
quarter of 1980, and much more sharply than the fall 
in Output in western Europe where the upswing that 
had started in the beginning of 1978 had just come to 
an end in the wake of the second oil price shock. 
However, the American recession was much shorter 
than the European and in the last quarter of 1980 
‘United States output rose very strongly and much 
more than expected. This recovery continued into the 
first quarter (also more strongly than expected) but a 
new downturn began in the second quarter partly 
under the influence of persistently high real rates of 
interest. In western Europe output was declining 
through most of 1980 and this, together with rising 
unemployment levels, deterred most European 
authorities from following the sharp rise in United 
States’ interest rates in the second half of the year. 
However, this meant that by the beginning of 1981, 
when a hesitant recovery of output was just 
beginning, a fairly large interest rate differential had 
opened up in favour of the United States. Given the 
large external deficit for western Europe as a whole 
and the persistence of high rates of inflation, a rise in 
European interest rates became unavoidable. Unlike 
the aftermath of the first oil shock, positive real 
interest rates emerged in 1981 and this is an 
important reason why the recovery of output in 
Europe has been so slow and hesitant. 


It is frequently stated that the present recession is 
tess severe than that which followed the first oil price 
shock of 1973/74 and it is indeed the case that 
whereas GDP and industrial production fell by 1.2 
and 6.5 per cent respectively in 1975, they “only” 
declined by 0.4 and 2 per cent in 1981 (although 
when this favourable comparison between the two 
cycles was being made in 1980 the general expec- 
tation was for a rise in 1981 output). However, 
comparing single years ignores differences in the 
shape of the two downturns: if instead the averages 
of the two recession years are compared with their 
previous peaks, the difference between the two 
downturns is much less marked. Thus, putting the 
peak years at 100, west European GDP changes are 
as follows: 


First oil shock Second oil shock 


1973 = 100 1979 = 100 
1974 = 102.0 1980 = 101.6 
1975 = 100.8 1981 = 101.2 
1976 = 105.4 1982 = 102.7* 


And for industrial production: 


First oil shock Second oil shock 


1973 = 100 1979 = 100 

1974 = 101.1 1980 = 100.1 
1975= 94.5 1981 = 97.6 
1976 = 100.9 1982 = 100* 


The average levels of GDP in 1974-1975 and in 
1980-1981 are exactly the same in their relation to 
the respective peak years of 1973 and 1979. In the 
case of industrial production, average output in 
1974—1975 was 2.2 per cent below the 1973 peak and 
in 1980-1981 just over 1 per cent below the level of 


1979. Thus when both pairs of recession years are 
taken into account the present recession in output 
growth is as severe as the previous one in terms of 
the deceleration in GDP growth and only slightly 
milder in terms of industrial production. Moreover, 
the current recession promises to be much longer 
than the previous one: the figures given above also 
include the first years of recovery from each 
recession or, at least, the presumed year of recovery 
in the case of 1982 for which the estimate is based on 
current national forecasts. The growth rates for 1982, 
which are subject to considerable uncertainty and 
may yet again be threatened by a further upsurge of 
interest rates, are only about a third of those which 
were experienced in 1976. In 1976 GDP and indus- 
trial production had passed their 1973 peaks by over 
5 per cent and 1 per cent respectively, GDP in 1982 
is likely to surpass its 1979 level by some 3 per 
cent at most and industrial production might just 
regain it. 


The comparison between the two recessions is 
slightly modified if it is based on quarterly data for 
industrial production: then the drop in output, from 
peak to trough, is generally much sharper in the first 
recession than in the second (although the reverse is 
the case in the United Kingdom), but the length of 
the first recession is much shorter and recovery was 
much faster. For western Europe as a whole indus- 
trial production dropped 10. per cent in the four 
quarters from the second quarter of 1974 to the 
second quarter of 1975; between the first and fourth 
quarters of 1980 it fell 5 per cent but then showed no 
significant recovery through the four quarters of 
1981. 


The severity of the recession following the second 
oil shock also has to be appreciated against the 
background of the much lower rates of output 
growth and capacity utilization after 1973. Real GDP 
growth in western Europe (13 countries) between 
1968 and 1973 averaged about 5 per cent a year; 
between 1974 and 1979 it was just under half the 
previous rate—even in the year of recovery, 1979, it 
remained under 4 per cent. Consequently, when 
output growth peaked in 1979 there were still large 
amounts of unutilized capacity in western Europe. 
This is shown in the following table which is drawn 
from the estimates of potential output in manufac- 
turing industry, given below in section 1.1 (vii): 


Rates of capacity utilization in 
manufacturing industry, 1973-1981 


(Percentages) 

1973 1979 1974-1975 1980-1981 
Austria Gat hot) За 02 89 95 87 
Finland чим. oe SPR 101 91 98 95 
Erance:Zee: he OS. aria ere 6 78 90 73 
Germany, Fed. Rep. of. . . 98 92 91 87 
Italy lors mae «Sethe weit OF, 92 87 92 
NOTWaVo ео и a esses LOO 88 100 84 
Swed Ciidk cn kee ei facie aie oO 83 98 80 
United Kingdom 4 yoy бы eo) 90 93 80 
Nese ae 2 a ag ale etal eS In rem ee ee ыы 
Source: Section 1.1 (vii) of this Survey. 


а Includes mining. 
b Includes mining and construction but excludes oil and gas extraction. 


4 Western Europe 
eit аа nie Western Earp: eerie Sines a See 
TABLE 1.1.3 


Changes in the volume of domestic demand, 
including and excluding stockbuilding 
(Annual percentage change) 
ce ии 


Including stockbuilding Excluding stockbuilding 
Country 1979 1980 1981 1982 1979 1980 1981 1982 
it ag ES И Е РА IOS men a ЕЕ i i 
Austriasct sanctus tapsee ¢5:5 27 —2.9 1.3 3.7 e 0.2 0.6 
Во: ит afm. cape ded: l 1.8 eS Hf 2.7 ; ы т 
Е и, ие о 2-6 —4.5 -3.5 3.2 2.3 —3.7 -3.2 27 
Finland ios Е. ак: ed Go: 5:6.) = 155 1.0 3.9 4.8 0.8 1.0 
France “ое. 44 22 —09 3.2 3.3 2.2 0.8 2.5 
Germany, Federal 
Republic ог... . . 58 17—25 - 4.5 2.4 —1'0" 1:0 
Ireland Re 73 —4.1 40 -1.0 6.0 —1.7 И =I) 
Italy АТ СИЗ RR 25:6 69 —2.2 0.5 4.8 5.0 0.6 0.5 
Netherlands. . . .. . 1.2 —07 -40 -0.5 1.4 —0.8 -32 —1.4 
Norway. & 0:88:57 ака 3:2 5.0 0.6 2.7 0.3 2.3 Sp! 1.1 
Sweden Wee’. wee) 9 27 ~=2.8 . —1.0 3.8 13 -14 =1.6 
Switzerland. . ... . 4.4 5.4 —h3, 0 2.2 4.2 13 -0.4 
United Kingdom. . . . 3.8 —2.6 —1.8 3.1 3:2 04 —1.5 0.7 


Sources: As for appendix table. 


TABLE 1.1.4 


Changes in the supply and use of resources in industrial western Europe,¢ 1979-1982 
(Annual percentage changes, in volume) 


GDP, at market prices 5 

Imports of goods and services . 

‘Total resourceSa ee ЕЛЕ wpe pas Е. 
Total domestic demand, including stocks . 
Gross fixed capital formation . : 
Private consumption . 

Public consumption Be ie 

Exports of goods and services . 


1979 1980 1981 1982 
3.6 1.6 —0.4 1.5 
10.4 3.6 Ss 4.0 
5.1 2.0 —0.8 722 
4.7 1.8 —1.8 1.3 
4.0 3.0 —2.9 —1.0 
ЗИ 1.6 ~ 0.7 
2.6 2.5 15 1.1 
6.2 2.8 27 4.4 


Source: Appendix table. 
а Thirteen countries, as in table 1.1.3. 


The first two columns show capacity utilization in the 
two years of each cycle before output growth began 
to fall: on average, the utilization rate was about 98 
per cent in 1973 and some ten points lower in 1979. 
The last two columns of the table show the average 
utilization rates for the two recession years in each 
cycle (see above): in 1974-1975 the average rate, for 
the eight European countries available, was 94 per 
cent or 4 points below the 1973 peak, while in 1980- 
1981 the average was 85 per cent, about 3 points 
below the rate of 1979. It should also be recalled here 
that unemployment rates have been rising almost 
continuously in western Europe since 1974 and in 
1980-1981 averaged over 6 per cent compared with 
a little under 3 per cent in 1974-1975. Thus from 
the perspective of resource utilization the 
present recession is clearly much more severe than 
the previous one. 


All the principal components of demand weakened 
in 1981 although the volume of exports of goods and 


‘services held up rather better than had been expected 


at the beginning of the year, but investment and 
stocks both fell more than forecast. At the beginning 
of last year most national forecasts anticipated only a 
fairly minor impact of stocks on domestic demand 
(half a percentage point or less), but high interest 
rates, slower than expected growth of private 
consumption, and the general delay in the recovery 
of output all encouraged a larger scale of de-stocking. 
This affected domestic demand negatively in all 
countries of western Europe except Ireland (table 
1.1.3) and in many cases the impact was large (some 
3 to 4.5 percentage points in Austria, Italy, Norway 
and Switzerland). Part of the difference between 
countries reflects differences in cyclical timing: the 
smaller countries (Austria and Switzerland, for 
example) generally lag behind the larger ones, while 
in the United Kingdom most of the very severe 
downswing in stocks occurred in 1980. The reversal 
of de-stocking is expected to be one of the supports 
of recovery in 1982? and should add between a half 
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TABLE 1.1.5 


Contributions to the change in real GDP in the four major west European countries combined? 
1973-1976 and 1979-1982 
(Percentage of GDP in previous year) 
———————— eee 


1973 1974 


Private consumption 2.8 0.5 
Public consumption 0.7 0.5 
Gross domestic fixed 

capital formation 0.9 —0.9 
Stock changes ...... 1.6 —0.2 
Exports of goods and services . 2.3 2.3 
Imports of goods and services . 2.0 0.7 
Statistical discrepancy > —0.4 -- 
Total change in СОР. 5.9 1.5 


Sources: National statistics and appendix table. 


1975 1976 1979 1980 1981 


1.0 


2.1 2.4 1.2 ~ 0.6 

0.8 0.4 0.4 0.4 0.8 0.2 
—1.0 0.7 1.2 0.7 —0.6 —0.2 
—2.6 2.0 1.0 =) ki) 0.9 
—0.8 2.3 1.5 0.3 0.3 1.4 
—0.9 25 2.8 0.7 —0.7 1.3 
0.4 - —0.1 —0.3 0.1 0.2 
— [.3 5.0 3.6 1.4 —0.4 1.8 


а Егапсе, Federal Republic of Germany, Italy and the United Kingdom. 
b This arises from the use of fixed dollar weights (1973 for the first cycle and 1979 for the second) for combining the four countries and from rounding. 


and one percentage point to the growth of domestic 
demand. In the United Kingdom the positive impact 
in 1982 is much larger and is the main source of the 
expected recovery in GDP. 


Private consumption was generally very weak in 
1981 as a result of nominal income growth falling 
faster than inflation, higher taxes in some countries, 
and rising unemployment. Private consumption 
actually declined in a number of countries (Belgium, 
Denmark, the Federal Republic of Germany, the 
Netherlands and Sweden) and elsewhere tended to 
range between increases of zero and | per cent. The 
increase was a bit larger in France where measures to 


raise social benefits and the incomes of the lower. 


pe rare to xs ek consumption in the second 
alf of the year. Public consumption also grew more 
slowly in 1981 than in 1980 (except in Austria and 
Norway) and in the majority of west European 
countries rose by less than 2 per cent as governments 
sought to reduce public deficits by cutting the growth 
of expenditure. Compared with the 1974-1975 
recession both private and public consumption have 
been weaker in the present recession, mainly because 
of the different policy responses to the second rise in 
oil prices and the attempts to strike a better balance 
between fiscal and monetary policy in the context of 
a firmer commitment to reduce inflation. The 
deceleration in the growth of public consumption is 
expected to continue in 1982 but private 
consumption should show some increase as real 
incomes are expected to improve. 


Fixed investments in western Europe fell by nearly 
3 per cent in 1981, much more than was expected at 
the beginning of the year, although the fall in the 
present recession is still rather less than in 1974- 
1975. However, the present decline should be seen 
against the fact that annual rates of investment since 
1975 have been very much lower than those 


? The forecasts for 1982 referred to in this section are mainly 
national and official, and have been aggregated by the secretariat 
(table 1.1.4). For details and sources see the appendix table. 


prevailing before 1973 (see below, section 1.1.(vii)). 
A further decline of fixed investment is expected in 
1982, but the outcome could be worse than currently 
forecast if real interest rates remain high or increase 
further. Construction has been particularly hard hit 
by the combination of recession, public expenditure 
cuts, and high interest rates, although investment in 
machinery and equipment was also weak or falling 
last year (for a number of countries in the Appendix 
table it is not possible to separate the two). 


At the beginning of 1981 the national forecasts 
implied virtual stagnation of imports and export 
growth of some | per cent for western Europe as a 
whole. In the event the failure of output to recover 
significantly and a larger amount of de-stocking than 
expected produced a fall of 2.3 per cent in the 
volume of imports of goods and services into western 
Europe: there was an absolute fall in volume, of 
between | and 7 per cent, in all west European 
countries except Ireland and the Federal Republic of 
Germany. Although slightly less than in 1980, export 
growth in 1981 was stronger than expected mainly 
because of a rapid increase of imports by the 
member countries of OPEC in the first half of the 
year. Export performance was particularly strong in 
Austria, Denmark and the Federal Republic of 
Germany (in the latter country, exports of goods and 
services rose 8.5 per cent), but elsewhere in Europe it 
tended to be rather weaker. These inter-country 
differences in performance reflect in large measure 
the lagged response to previous changes in competi- 
tiveness and, particularly, in exchange rates. Thus, in 
general, real trade balances improved and made a 
positive contribution to output in 1981: the excep- 
tions were Norway and the United Kingdom, both 
affected by the decline in demand for oil, and Ireland 
where, under the influence of expansionary policies 
and declining competitiveness, imports accelerated 
and export growth fell sharply. In 1982 export 
volume growth is expected to be a little more than 4 
per cent-with a deceleration in the rate of growth to 
OPEC countries being offset by a recovery of intra- 
European trade, as activity picks up, and by 
increased exports to the newly industrializing 


6 Western Europe 
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developing countries. At the same time the recovery 
of output and, especially, of stock-building will 
produce a sharp turnround in import growth (from a 
fall of 2.3 per cent to a rise of some 4 per cent) so that 
the net impact of the real current balance on output, 
although still positive, will be less than in 1981. 


The relative contributions of these various 
components of demand to the change in GDP in the 
four major west European economies are 
summarized, for both the 1974/75 and the current 
recession, in table 1.1.5. Although the falls in fixed 
capital formation and in stocks in the current 
recession have been greater than previously 
expected, they have dropped less than in 1974-1975. 
This may be due in part to the more favourable 
liquidity position of the corporate sector in the 
second recession as well as to a relatively smaller 
build-up of stocks in 1979: the fall in output was not 
so sudden, and commodity prices rose much less 
than in 1973 and there was not the same speculative 
build-up of stocks. However, although the fall in 
fixed investment has been less than in 1974/75, its 
cyclical downturn looks as though it will be longer: in 
1976 it contributed to the recovery of output but 
current forecasts are for a further decline in 1982. 
Another important difference between the two 
periods is in the strength of consumption: private 
consumption has been weaker in the current 
recession and in 1982, given a slow growth in real 
incomes, is expected to recover a lot more slowly 
than it did in the upturn of 1976. 


(ii) Foreign trade and balance of payments 


Trade volumes 


The deceleration in the volume growth of 
developed market economy trade in 1980 and the 
subsequent decline in the level in the first three 
quarters of 1981 broadly paralleled similar develop- 
ments in world trade. The volume of world exports 
declined by about 3 per cent in the first three 
quarters of 1981 relative to the same period in 1980. ? 
This compares with growth of nearly 7.5 per cent in 
1979 and 2 per cent in 1980. Taking a longer term 
perspective, the decline in trade in 1981 would be the 
only decline in world trade volume in more than 
twenty years, apart from the fall in 1975 following 
the first round ‘of oil price increases. This sharp 
slowdown in the growth of world trade is the result of 
the second round of increases in the price of crude 
oil* and the policy response to these increases in the 
oil-importing developed market countries (see 
section 1.1(viii)). 


> This is based on the latest figures in United Nations, Monthly 
Bulletin of Statistics, January 1982. However, these still incor- 
porate many estimates and should be regarded as provisional. 
Estimates of volume changes also carry a large margin of error 
particularly for periods when there have been large price changes. 
Hereafter, growth rates for the first three quarters of 1981 are 
always presented with respect to the same period in 1980. 


‘The second round began at the end of 1978 and raised the 
OPEC average price of oil from $13.79 per barrel in the first 
quarter of 1979 to $36.20 in the first quarter of 1981 (also see 
section on commodity prices below). 


Through their deflationary impact on demand and 
output, the recent western macro-economic policies 
have led, initially to decelerating rates and, more 
recently, to declining levels of trade volume between 
the developed market economies themselves, as well 
as their imports from the rest of the world. Similarly, 
economic conditions have not been uniformly 
favourable in the other major trading regions in the 
world as to offer strong possibilities for export led 
growth in the developed market economies. 


Apart from the Soviet Union, which increased its 
imports rapidly in the first nine months of 1981, 
exports to the centrally planned economies stagnated 
or declined during the year. In most of these 
countries the demand for imports Нот the 
developed market economies was constrained by 
balance-of-payments considerations as their current 
account deficits with the convertible currency area 
showed the impact of rising interest rates, weakening 
western demand for their exports and (in the case of 
Poland) shortages in the supply of exportables (see 
chapter 3.6(ii)). 


Although the imports of certain oil importing 
developing countries have remained buoyant, 
particularly those in some of the newly industrial- 
izing countries and those self-sufficient in energy, 
other countries have had to control import demand 
closely in the light of their increasing external debt, 
balance of payments difficulties, and the continuing 
downward pressure on non-oil commodity prices. 


Thus the only major trading region which has been 
in a position (as a result of the earlier oil price 
increases) to provide a large and growing market for 
the developed market economies has been OPEC. 
OPEC imports increased very rapidly in real terms in 
the first half of 1981, but uncertainties arise 
regarding their future development. On the one 
hand, OPEC revenues may, for several reasons 
decline faster than has been anticipated. Firstly, oil 
consumption has had а tendency to decline faster 
than had been expected on the basis of output trends 
in the developed market economies and oil price 
developments. Secondly, the downward adjustment 
of official oil prices has continued. Thirdly, the 
diminished prospects for growth in the west may lead 
to a lower rate of recovery of oil demand than has 
been anticipated. Finally, the domestic expenditures 
plans of some OPEC members remain uncertain, 
which in turn makes any estimates of their import 
demand subject to a large margin of error. 


In these circumstances, and taking into account the 
short term economic perspectives for the developed 
market economies offered in section 1.1(viii), a quick 
recovery in the growth of developed market economy 
trade is most unlikely. Indeed, the volume of their 
exports in all of 1981 was quite likely below the level 
in 1980 and may well remain sluggish into 1982. 


During the first three quarters of 1981 the volume 
of west European exports declined (table 1.1.6). 
Export growth in that region had accelerated through 
1979 when it reached a rate of 7 per cent and then 
decelerated to 2 per cent per year in 1980, achieving 
a peak in the level of volume in the first half of that 
year (chart 1.1.1). The volume of exports has 
remained generally lower and flat since, the only 
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TABLE 1.1.6 


Changes in the volume of developed market economies trade 
(Percentage change over previous year) 
Е никада a ИИ 


Exports 


1977 1978 1979 


Developed market economies. 5 6 7 
of which: 
Western Europe . ice 6 7 
North-America а 3 И 8 
Тарап : 9 1 = 


Imports 


Jan.— 


Sept. ept. 

1980 1981 1977 1978 1979 1980 1981 
5 - 4 5 8 =) —4 
2 = 3 3 И 1 =) 

5 = 9 7 3 = 1 
17 13 2 7 11 —6 4s) 


rN 


Sources: United Nations, Monthly Bulletin of Statistics, New York, January 1982. Monthly Statistics of Japan, Tokyo, December 1981. 


exception coming in the second quarter when exports 
briefly rebounded to the maximum level of the 
previous year. In North America,’ the development 
has been somewhat different as export growth 
peaked already in 1978 at 11 per cent per year and 
decelerated thereafter to a rate of 5 per cent in 1980. 
As in western Europe the level of exports also peaked 
in the first half of 1980. Subsequently, the volume of 
exports remained at about the same level until the 
first quarter of 1981 when a sharp drop-off took place 
(chart 1.1.1). In both western Europe and North 
America, exports were down about | per cent in the 
first three quarters of 1981 relative to the same 
period in the previous year. 


In the developed market economies, the growth of 
import volume decelerated sharply, from positive to 
negative rates between 1979 and 1980, and then fell 
further at a rate of 4 per cent in the first three 
quarters of 1981 (table 1.1.6). In both North America 
and western Europe import volumes had peaked in 
1979 (in the third and fourth quarters respectively— 
chart 1.1.1). In the former, they recovered after a 
four quarter decline and more or less levelled off in 
1981 at some 6 per cent below the level reached in 
1979. In western Europe, the decline was longer—5 
quarters—but a gradual rise has taken place during 
the second and third quarters. 


Regional trade by origin and destination *® 


In the first three quarters of 1981 North American 
exports, in volume terms, increased only in trade 
with the Soviet Union and OPEC, and declined in 
trade with all other regions (table 1.1.7). The small 
rise registered in the volume of the region’s imports 
during the same period was fairly broadly based, 
originating in China, Japan, eastern and western 
Europe and the non-oil developing countries. 
However, imports from OPEC ahd the Soviet Union 
dropped off. Intra-trade, in this case trade between 
Canada and the United States, made a positive 


‘In North America, the United States accounts for about 79 per 
cent of total trade turnover while Canada accounts for the 
remaining 21 per cent. 

$ Fhis rather qualitative discussion is based upon the changes in 
trade values in tables 1.1.7 and 1.1.8 which were deflated by 
various price indices to get indications of volume flows. Countries 
are listed roughly in the decreasing order of the magnitude of the 
change in bilateral trade rather than by its impact on the economy 
of the region in question. 


contribution to total North American trade by 
increasing some 6-7 per cent in real terms. 

Regarding the volume of industrial western 
Europe’s’ exports in the first three quarters of 1981 
(table 1.1.8), particularly large positive increments 
were recorded in exports to the oil exporting 
countries and Australia, and, to a lesser extent, to 
North America, the non-oil developing countries, the 
Soviet Union, Japan and China. Only exports to 
eastern Europe declined. Import volumes feil (or 
were stagnant) from all trading regions, particularly 
from North America and the oil exporting countries. 
Industrial western Europe’s intra-trade also declined, 
perhaps by as much as 5 per cent in volume terms. 

Domestic economic activity in western Europe was 
supported through the second quarter of 1981 by the 
expansion of the export volume relative to imports. 
However, the preliminary data used here indicate 
that there was a sharp reversal in this trend in the 
third quarter. In North America, on the other hand, 
this had been a significant source of stimulation to 
about the middle of 1980, when the growth of 
exports began to flag while imports increased 
steadily. A further acceleration in this trend occurred 
in the third quarter of 1981. 

Import price increases in the developed market 
economies accelerated in 1980 following further oil 
prices increases (table 1.1.9). However, non-oil 
commodity prices had been declining and, by the 
middle of 1981, the oil market weakened. This 
general softening in prices, along with the appreci- 
ation of the US dollar, is reflected in the figures for 
the first three quarters of 1981. On the other hand, 
export price growth slowed a bit in 1980, and 
somewhat more in 1981 as competitive pressures 
increased and cost increases decelerated. However, 
as was the case with imports, dollar appreciation was 
the main cause of the decline in prices in dollar 
terms. As a result of these price movements, the 
terms of trade (table 1.1.10) of the developed market 
economies fell again in 1980, but appeared to have 
bottomed-out by the third quarter of 1981. 


Trade and current account balances 


The interplay between trade volumes and _ the 
terms of trade development is reflected in the crude 


7 Western Europe less southern Europe (Greece, Portugal, 
Spain and Turkey). 


8 Western Europe 
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CHART 1.1.1 


International trade volumes in western Europe and North America 
(1975 = 100) 


North America 


Source: United Nations, Monthly Bulletin of Statistics, seasonally adjusted by the secretariat. 
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TABLE 1.1.7 


North America’s trade by area of origin and destination, January-September 1981 
et eS TN ST PN 


- Imports Exports 
Country or area of origin for cif, 0.5. 
imports and destination (billion (billion 
for exports US dollars) US dollars) 
North America . 70.0 64.8 
Rest of the world: 
Industrial western Europe 42.8 49.9 
Southern Europe 2.5 oy) 
Soviet Union . 0.3 2.5 
Eastern Europe . 1.1 1.9 
ара eh. Lt 31.9 18.7 
Australia, New Zealand and 
South Africa 52 7.5 
Са... №7 3.3 
Non-oil developing countries 55.0 52.8 
Oil exporting countries® . 43.7 1:2 
World (including unspecified) . 256.7 


228.3 


Percentage change in 
dollar value from 
January—September 1980 


Trade balance Change in trade 


(f0.b.-c.i.f.) balance from 
(billion January—September2 1980 
Imports Exports US dollars) (billion US dollars) 
14 16 al 0.4 
8 —6 7.1 —6.7 
18 —1 2.6 —0.5 
—14 51 2:2 0.9 
19 = 0.7 —0.4 
2 2 =) =57 
—9 33 2.3 2.4 
81 5 1.6 —0.6 
8 10 —2.3 0.5 
=] 27 —26.5 4.1 
9 8 —28.4 —5.0 


Sources: IMF, Direction of Trade, Washington, December 1981; OECD, Statistics of Foreign Trade, Paris, December 1981. 
а A positive change indicates an increase in the trade surplus or a reduction in the deficit. 
6 Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Arabia, United Arab Emirates, Venezuela. 


TABLE 1.1.8 
Industrial western Europe’s? trade by area of origin and destination, January—-September 1981 


Imports Exports 

Country or area of origin for lf О.Б. 

imports and destination (billion (billion 

for exports US dollars) US dollars) 
Industrial western Europe 273.4 275.2 
Rest of the world: 

Southern Europe 13.1 20.3 

North America 41.3 26.2 

Soviet Union . 13.6 9.4 

Eastern Europe‘ . 8.6 8.8 

Зара sist’ see 13.3 4.6 
Australia, New Zealand and 

South Africa : 6.2 Ve 

China wer 1.8 И 

Non-oil developing countries 38.4 41.1 

Oil exporting countries? . 62.6 37.7 

World (including unspecified) . 475.4 442.0 


Percentage change in 
Шаг value from 


January—September 1980 Trade balance Change in trade 
a ) (fob cif) balance from 
(billion January—September > 1980 
Imports Exports US dollars) (billion US dollars) 

—16 .—16 1.8 —1.1 
—14 —6 7.3 1.0 
—10 1 —15.0 5.0 
= = —4.1 0.3 
—19 —16 0.2 0.4 

7 —3 —8.7 —1.0 

—8 12 0.9 ez 
= =5) —0.1 —0.1 
—13 0 2.7 5.7 
—7 14 —24.9 9.3 
Е) —10 —33.4 21.1 


Sources: IMF, Direction of Trade, Washington, December 1981; OECD, Statistics of Foreign Trade, Paris, December 1981. 


а Western Europe less southern Europe; excluding the United Kingdom. 


ЬА positive change indicates an increase in a trade surplus or a reduction in a deficit. 
с Excluding trade between the Federal Republic of Germany and the German Democratic Republic. 
d Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Arabia, United Arab Emirates, Venezuela. 


trade balances (f.0.b.—c.i.f.). The dominant impact of 
the oil price rise on western Europe is seen in the 
widening of the crude trade deficit from some $23 
billion. in 1978 to $107 billion in 1980*.’ (table 
1.1.11). Although southern Europe is treated in a 


в It should be noted that there is a substantial difference in trade 
balances calculated on a f0.b.-c.if. (crude trade balances) and а 
fo.b.-f.0.b. basis. The difference between the two, the insurance 
and transport costs of imports, was about $70 billion in 1981 in the 
developed market economies. 


separate chapter, it is interesting to note that this 
region, which accounts for less than 7 per cent of 
total European trade (exports plus imports), bore 
nearly a third of the total west European trade 
deficit. 


? In the same period the trade deficit (f-0.b-f0.b.) of the non-oil 
developing countries increased from $23 billion to $60 billion. The 
counterpart of these changes was a sharp rise in the trade surplus 
of the oil exporting countries to $169 billion in 1980, more than 
treble the surplus in 1978. 
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TABLE 1.1.9 


Growth rates of foreign trade prices (in terms of US dollars) 
(In percentages, relative to corresponding period in the previous year) 
a сини 


Export prices 
Developed market 


Jan.—Sept. 
1 


1979 1980 


eECcOnOMIeS =e) ae 9 13 15 13 —4 
of which: 
North America. . . 2 6 15 14 10 
Western Europe . 10 15 17 13 —11 
Japan И 20 5) 9 й 
Import prices 
Developed market 
economies. . .. . 9 10 19 21 Е 
of which: 
North America. . . 7 8 16 25 7 
Western Europe . 10 13 19 18 =="! 
арап Beis ego a wee 7 5 24 36 5 
Sas М И СВЕ ЕЕ 
Source: As for table 1.1.6. 
TABLE 1.1.10 
Terms of trade 
(1975 = 100) 
Jan.—Sepi. 
1977 1978 1979 1980 1981 
Developed market 
economies 98 100 97 90 88 
of which: 
Western Europe 99 101 100 95 91 
North America . 97 94 93 85 87 
Japan . 99 113 96 77 77 
Source: As for table 1.1.6. 
TABLE 1.1.11 In 1980 the relative export volume growth in North 
America was strong enough to offset the terms of 
Crude end = trade loss and the crude trade deficit declined. In 
(foie if) ре dollars) 1981, declining relative export volumes in 
ео conjunction with roughly constant terms of trade led 
to a widening trade deficit. In western Europe, on the 
other hand, the ratio of export to import volumes 
BB 1 1% 1“ Ss was «more or less constant in 1980, so that the 
; widening of the trade deficit was due largely to the 
Developed market economies 243 105, 414.204 deterioration=in-the=terms-of-aradesahedarcelin: 
of which: ; : : 8 
"Меети Puropes вое AG PATA ф=66 provement in the trade deficit seen in 1981 is due 
Sf which: completely to the relative growth of exports since the 
Industrial terms of trade were still weakening. 
a Seal roi = не. Е aa For the developed market economies as a whole, 
Noha ется р pe a the estimate of the crude trade balance in 1981 of $96 
of whch ; billion indicates a reduction of some $53 billion 
United States . Сзоосава 19486 0940 relative to the 1980 deficit of $149 billion. If this 
Japan 18 “silat 8 crude trade deficit of $96 billion for the developed 


Sources: IMF, Direction of Trade Statistics, Washington, Yearbook 1981 and January 
1982; OECD, Statistics of Foreign Trade, Paris, January 1982. Press reports. 

aThe 1981 estimates are based upon recent reports of trade results for the full year 
1981. However, for those countries for which full year results were not yet available, 
balances were estimated by projecting the growth rates calculated using the period 
available relative to the same period in 1981. 

Ь Western Europe less southern Europe. 

¢ Greece, Portugal, Spain, Turkey, Yugoslavia. 


market economies is adjusted to an f.0.b.-f.0.b. basis, 
and to reflect the broader OECD country coverage 
(less Yugoslavia), the resulting trade balance is a $23 
billion deficit compared to the $25 billion deficit 
forecast by the OECD in the latter part of 1981. '° 


ю ОЕСО, Economic Outlook, Paris, No. 30, December 1981, 
table 47. 
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The second round of increases in oil prices has 
again led to large changes in the regional pattern of 
current account balances (table 1.1.12). The major 
change took place in the current account surplus of 
the OPEC countries (including net official transfers) 
which had been virtually eliminated by 1978, but 
since then has increased to $110 billion in 1980. 
However, given the slowdown in western economic 
activity and the unexpectedly rapid decline in oil 
demand, together with an acceleration of the oil 
exporters’ import growth (albeit at rates below those 
of 1973 to 1976), the OPEC surplus has fallen 
quickly—to about $60 billion in 1981. Assuming that 
the nominal price of oil will remain unchanged to the 
end of 1982 (implying a decline in the real price) and 
that OECD exports to OPEC continue to grow 
(although at a reduced rate from that of the first half 
of :1981) the OPEC surplus may be reduced to some 
$35 billion in 1982.'' - 


The change in the current account balance of the 
developed market economies between 1978 and 1980 
was also significant since it went from a $14 billion 
surplus to a $67 billion deficit (table 1.1.13). The 
deficit in 1980 was concentrated largely in western 
Europe and Japan, the United States having moved 
to a small surplus from a $14 billion deficit in 1978. 
Moreover a large portion of the deterioration of the 
western current account since 1978 has taken place in 
countries which were then in surplus, in particular 
Japan and the Federal Republic of Germany. This 
accounts for the much less disruptive effect on inter- 
national financial markets produced by the second 
oil price “shock” as compared with the first. 
Nevertheless, apart from the United States, Canada 


TABLE 1.1.12 
Balance of payments on current account, by major country 


ups 
(Billions of US dollars) 


1978 1979 


Total OECD countries . . . 10 33, —73 —35) 
of which: 
North America . —18 =5) 2 1 
of which: 
United States . : —14 1 4 9 
Western Europee . .. . 16 — 16 —59 33 
of which: 
Industrial ° 
western Europe’. . . 18 = —48 —20 
Southern Europe*?. .. —2 =) = —13 
OPEC ee -3 4 62 110 60 
Non-oil developing countries . —23 —38 —60 —68 
Фет wea eee -9 —4 = =) 
Totall . —18 АЕ) —24 —48 


ee 


Source: Based on OECD, Economic Outlook, (30), Paris: December 1981, tables 30 
and 55. 

a Including net official transfers. 

6 OECD estimates for 1981. 

¢ Secretariat construction using OECD data. 

dGreece, Portugal, Spain and Turkey. 

e Includes Soviet Union, Eastern Europe, Yugoslavia, South Africa, Malta, Gibraltar, 
China and selected other Asian countries. 

Л Errors and asymmetries. 


и Based on OECD forecasts, [bid., table 27. 


and the United Kingdom,: the deterioration of 
current accounts was general among the developed 
oil importers. However, there appear to be no 
difficulties in financing deficits: most were largely 
financed by private capital flows and the Federal 
Republic of Germany was the only country where 
there was a significant drop in monetary reserves. 


In 1981 there was a very rapid decline in the 
current account deficit in the developed market 
economies. As a consequence of the same factors 
which have tended to reduce the OPEC surplus 
(discussed above), the deficit of the developed 
market economies declined from some $67 billion in 
1980 to an estimated $25 billion in 19817 (table 
1.1.13). Although most of these economies realized 
some improvement in their current balances, the 
major positive changes were concentrated in a few 
countries: Japan, the Federal Republic of Germany, 
the United Kingdom, the Netherlands, the United 
States and Switzerland. 


There is no single factor which explains the im- 
provement in these particular countries. The rapid 
growth of traditional markets (Japan, the Federal 
Republic of Germany), improved competitiveness 
(the Federal Republic, the Netherlands, Switzerland 
and the United States—the latter still benefited from 
the lagged effect of rise in competitiveness in the 
second half of the 1970s), higher export earnings 
from energy (the Netherlands and the United 
Kingdom) and improved — invisible earnings 
(Switzerland) have all played a role, while most 
countries’ imports declined due to sluggish internal 
demand. 


In 1982, the distribution of the aggregate deficit of 
the developed market economies is expected to 
continue to alter quickly, in a direction, however, 
which is likely to be less favourable from a financing 
point of view than in 1980. Current account projec- 
tions made for 1982 (keeping in mind that such 
forecasts are subject to large margins of error) 
suggest that most of the large countries will either 
move into or remain in surplus. The Federal 
Republic of Germany may move into surplus in 1982 
(the IFO expects a small deficit) while a large surplus 
is expected for Japan.'* The Netherlands, 
Switzerland, the United Kingdom and the United 
States are also likely to record surpluses. On the 
other hand, some of the other smaller countries, 
particularly those in southern Europe, will remain in 
deficit, generally with not much improvement over 
1980. 


It may be noted that the non-oil developing 
countries’ current account deficit is likely to remain 


2 In fact the rate of reduction in the deficit was much faster in 
the second half of 1981 than had been anticipated. For example, 
in its July Economic Outlook, the OECD had forecast a $63 billion 
deficit for 1981 in comparison with its December estimate of $35 
billion for all OECD member countries. 


A recent study by the Sumitomo Bank forecasts Japan’s 
current account surplus in 1981 at around $6 billion and $9.5 
billion in 1982. Official Japanese government estimates (made in 
December 1981) are $10 billion and $12 billion respectively. The 
bank’s lower figures reflect the sharp downturn in the growth rate 
of Japanese exports which began in November and seems to be 
continuing as Japan’s export markets weaken. Taken from a 
summary in the Financial Times, 28 January 1982, p. 3. 
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TABLE 1.1.13 


Current account balances, by country and country groups 
Un billions of US dollars) 


1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981а 
Austria. . . не 0:1 0.25002 —0.5 —03 -15 -30 -—14 -19 -36 ——28 
Belgium- -Luxembourg. nae 0 0.7 1.4 1.2 0.6 0.3 =e =07 10 =3.0 25а 
Denmarky sere aM) oe. fen 056-042 ОЛ 0.5 —0.9 —0.6 —20 -18 -1.5 -29 —-24 —2.0 
Finland aries 0.2 ОЗ 00 ls phy — 02 Ot бета -03 
Етавсе ite че 0 0.5 0:3 3—=10, 62% 02 5—1 3.3 12. —74 6.5 
Сегтапу, 

Federal ae Of Pres, 0:9 0.8 0.8 4.6 10.3 4.0 3:9 4.1 9:25 16-5335 —=16.4 1-85 
Iceland. . . ee is — = = 5 5 =) = — = Ва Or = 
OES во ро a ча о SO KOA tl ew —0.7 - -03 -03 -03 -15 -14 —-2.0 
[tally PRONE. о Se 11 1.9 2.0) =2:7 —8.0 —0.8 —2.8 25 6.2 aye SENS ды 
Мещеталаз еее 0: 5.005012 1.3 2.4 2.2 2.0 27 0.6; 112221 2.8 
Моруа о ео 0.2 65-05-0103 Е —24 РЗ 50—22. ee 1.0 2.0 
Sweden sau о. = 0.3 0.4 0.6 1.4 —0.6 —0.4 —1.6 0 —=21  —0:3 "27 5 6 -5:3 eos) 
Switzerland о аа с бо о Osi) 0.1 0.2 0.3 0.2 2.6 3.5 3.4 4.4 2.4 -—0.6 25 
United Kingdom . . . . . 2.0 2.7 0.6 —2.4 thf ee) —16. ,—0.1 EBs 7.5 14.3 

Industrial western Europe . 2.8 5.3 6.6 21 513-705 a — 10 See 17.5 —13.4 -—47.6 —20.0 
GES, она в в оз SOY 9 oe) № РАБ = —0.91) —1.198 =O Me 15% 2252. 
Portugal еее ee Ol 0.2 0.4 04 —0:8i—0'8 131-15-08 10—15 
Spain Weg a. ee ee 0 0.9 0.6 0.6 Е 5 АЕ 2> 1.6 118% —5.0 385.8 
откеу и: ВЕ, oO.) = 0.1 0.5 = = 2343.41 — 14 ee — S22 eel 

Southern Europe . . . . —03 0.7 0.7 0.3 = 7h 875 =—8.4 ty S15 90g — 191 4 

Western Europe. . . . . 2.5 6.0 7.3 С ee. One 19.0 Е 16.005 15,3359. 0.83202 
Сапада с. зе пин 0.4 —04 0.1 5-47 —3 9-40 4 Se О Г 
ОЕ о бь ао me 8 al 49 18.3 44 —141 —14.1 1.4 3.7 8.8 

МопоАтепса Е в. о. а Ome 02 0.2 3.4 13.6 ODS 18 2a 1S, 4 eee Ио 1.3 
Japan) sumenieesrereD 3402.0 5.8 66-01 АО 37 10.9 16.5 —8.8  —10:7 5.5 


Developed market economies 
7.9 10.8 7.7 95 —20.9 5.4 -148 —21.4 14.2 —26.8 —67.6 —25.4 


Source: OECD, Economic Outlook, Paris, No. 30, December 1981; 1970-1979 table В-—13, 1980-1981 tables 30 and 31. 
а ОЕСО estimate. 


TABLE 1.1.14 


Indices of nominal and real? non-oil commodity prices 
(1975-1977 = 100) 


1981 1981 
1972 1973 1974 1975 1976 1977 1978 1979 1980  Jan—Nov. Nov. 
Index of nominal prices 
(in terms of US dollars) 
Combined index .. . wis att! 78 107 86 95 119 111 128 147 125 116 
Food and tropical beverages > 45 66 97 81 92 127 104 113 137 111 102 
Ojawhich? KOOd Ба ь в 00 95 159 121 94 ass 92 106 173 138 117 
of which: Wheata).) =) 24 106 139 116 103 81 101 125 135 136 138 
Vegetable oilseeds and oils . . . 51 97 154 94 90 116 128 148 126 125 108 
Agricultural raw materials . . . 54 91 102 85 104 111 123 151 169 148 133 
Minerals, ores and metals . . . 62 91 120 98 98 104 111 143 162 142 139 
Index of real prices4 
Combined index .. . et a8 110 124 89 98 112 92 92 96 87 83 
Food and tropical beverages 5 93 113 84 95 120 86 81 90 77 73 
Олеся Кое OO 134 185 125 97 80 76 76 113 96 84 
ОЕ обоз 60 149 161 120 106 76 83 89 88 94 99 
Vegetable oilseeds and oils . . . 85 137 179 97 93 109 106 106 82 87 78 
Agricultural raw materials . . . 90 128 119 88 107 105 102 109 110 103 96 
Minerals, ores and metals . . . 103 128 140 101 101 98 92 103 105 99 100 


Ф—— eSSSSSSSSSSSSSSFSSSSSSSSSmmmhshseseseseseseFeseses 


Sources: UNCTAD, Monthly Commodity Bulletin, Supplement 1960-1980 and various 


а Commodity index in current dollars divided by the Unit 
ег issues; UN Monthly Lulletin of Statistics, and secretariat estimates. rf НР 


export unit values of manufactured goods. 
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Average import prices (c.i.f.) of crude oil in selected western countries 
(US dollars per barrel) 


eee 


Germany, 

Denmark Fed. Rep. of France Italy 
Q4 1978 . 13.92 14.04 14.19 13.29 
Q4 1979 . 24.75 25.61 24.18 23.12 
Q4 1980 . 35.24 35.44 35.25 33.69 
Qi 1981 . 38.50 38.40 37.30 36.85 
Q2 1981 . 37.53 37.38 37.76 36.82 
Q3 1981 34.69 35.64 36.41 35.52 


United Oil price Real price 
Netherlands Kingdom Average index index 
13.84 13.83 13.87 100.0 100.0 
24.20 24.05 24.20 174.4 156.7 
35.16 34.95 34.92 251.7 209.2 
36.70 37.58 37.45 270.0 233.1 
37.53 37.51 37.39 269.5 242.2 
35.38 35.01 35.65 257.0 239.0 


Sources: Press and Information Office of the EEC, Europe, 19 December 1981, p. 16; UN Monthly Bulletin of Statistics, New York; secretariat estimates. 
Oil price index divided by the UN export price index of manufactured goods for the developed market economies. 


large, although it will probably not expand very 
much beyond the 1981 estimate of nearly $70 billion 
for the simple reason that it may prove increasingly 
difficult to finance. The deficit of these countries in 
1980 was financed by a large increase in net foreign 
indebtedness, much of it short-term. 


Commodity prices 


In 1981 the prices of oil and non-oil commodities 
weakened in both nominal and real terms (table 
1.1.14). At the turn of the year, there are indications 
that these markets may continue to soften. In 
addition, the rate of increase of manufactured goods 
export prices has slowed, while the underlying 
production cost trends in many countries would 
suggest a further slowdown. Thus, on the whole, 
these trends imply that the role of internationally 
traded goods as a source of domestic inflation is 
diminishing. Moreover, the developed market 
economies have benefited recently since manufac- 
tured goods prices have been rising faster than those 
of commodities, which has led to the arrest in the 
decline in their terms of trade. "* 


(a) Oil prices 


After having increased more or less continuously 
for about two years, the nominal price of imported 
oil peaked in the first quarter of 1981 and then 
declined gradually as the market weakened further. 
However, for European importers the real price (see 
table below) continued to rise into the second quarter 
of 1981 as the appreciation of the US dollar led to a 
decline in their export prices in terms of US dollars 
(also see table 1.1.15). 


The first indications of the softening market, in 
retrospect, came already in late 1980 when spot 
market prices of certain crudes dropped sharply, 


“ Trade prices, in US dollar terms, have also been very much 
influenced during the past year by the realignment of the US 
dollar vis-a-vis other currencies. In terms of SDRs: 


$/SDR Percentage change 
(end of period) from 
previous period 

А Е Е о 1.317 =i: 

О ое 1.275 3.3 

MAGS рва cee Spree 1.164 9.5 
1981 

Фа «pure cons 1.229 3.8 

Се Suhel azo 1.151 6.8 

Ose oT anes eee 1.145 0.5 

а ote 6s. 2 ye 1.164 —1.6 


eventually falling below official OPEC prices during 
1981. Although OPEC posted prices were 
maintained, official discounts appeared, accom- 
panied, in some cases, by reductions of quality 
premia. Slowing economic activity in the west, 
increasing efficiency in the use of oil (and other 
епегру)'° accelerated by the recent real price 
increases and the more extensive use of other types 
of energy, particularly coal, all contributed to a sharp 
reduction in the volume of western oil imports 
amounting to some 10 per cent in 1980 and 7 per 
cent in 1981. 


De-stocking has been a relatively recent factor that 
has been pursued in response to the current excess 
supply of oil in the market, to record interest rates, 
which have affected inventories of other commodities 
as well, and possibly to the low probability, given the 
short term economic perspectives, of inventory 

rofits. '° Nevertheless, in spite of the still relatively 
igh level of inventories (185 days of imports in the 
OECD countries) further de-stocking is undesirable. 


In October 1981, Saudi Arabia raised the price of 
its light crude from $32 to $34 (retroactive to 1 
October) and cut its output from 9.5 to 8.5 million 
barrels per day in an attempt to achieve some 
unification of OPEC prices. Nevertheless, after a 
temporary rise, spot market prices continued to 
decline in the fourth quarter of 1981 and early 1982. 
Some OPEC members have taken note of these 
tendencies and have made limited cuts in the official 
prices of the lighter and heavier crudes. Looking 
somewhat further ahead, and taking economic 
prospects into account, oil prices are likely to remain 


5 The OECD has recently estimated that oil intensity, defined 
as the index of primary oil consumption divided by the index of 
real GDP, declined 3.2 per cent between 1973 and 1976, 23.4 per 
cent between 1978 and 1981, or 27.6 per cent for the whole period 
1973-1981. Comparable figures for energy intensity, reflecting all 
primary energy consumption, are 3.7, 7.9 and 14 per cent respec- 
tively. OECD, Economic Outlook, No. 30, December 1981, p. 50. 
It may be noted that the reduction in energy.intensity reflects not 
only increases in the efficiency of energy use but also changes in 
the structure of output. 

'6In the past, spot market prices have tended to lead official 
OPEC selling prices. Accordingly, when spot prices have risen 
over a period, stocks would be held on to, or even increased, 
because of the high probability of inventory profits from subse- 
quent increases in official prices. On the other hand, stocks would 
be liquidated as spot prices fell, thus reinforcing the fall, as they 
approached official prices and the cost of inventory maintenance 
(at high interest rates) exceeded the potential profits from further 
official price increases. 
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relatively stable, or possibly decline further. OPEC 
has announced that the prices of marker crudes 
would-be frozen in dollar terms, which would imply 
a gradual decline in real prices to the end of 1982."” 
Two factors may tend to buoy the market in 1982. 
One is the anticipated deceleration or termination in 
de-stocking. Secondly, consumers may increase their 
demand for oil again once they have become accus- 
tomed to new levels of prices, and particularly if the 
present decline in real prices continues. 


(b) Non-oil commodities 


In 1980 there was a fairly strong upturn in nominal 
commodity prices (in US dollars), as measured by 
the UNCTAD commodity price index (table 1.1.14). 
Much of the movement in the index was attributable, 
initially, to a short-lived speculative mini-boom in 
metals and natural rubber, and subsequently, to 
food—mainly sugar—and to a lesser extent, grain. 
Through 1981, the combined index declined steadily 
as commodity spot market prices, many of which are 
denominated in terms of US dollars, adjusted to the 
appreciation of that currency. But other factors acted 
to weaken the markets—flagging economic activity, 
further de-stocking in response to high interest rates, 
and in certain cases, an improved supply situation. 
As a consequence, the January-November 1981 
average of the combined index declined 15 per cent 
relative to the 1980 average while by November 
1981, prices dropped 21 per cent relative to the 1980 
average, with food (in particular sugar playing a 
pak role) and agricultural raw materials leading the 

ecline. 


On the whole, the underlying market situation 
would suggest a further weakening of prices. One of 
the main influencing factors, the strength of the 
prospective economic recovery remains in question 
at this time, as does the trend in interest rates. The 
possibility of a return to higher interest rates later in 
the year might encourage the maintenance of inven- 
tories at low levels. For the time being, it is generally 
expected that food prices will remain relatively stable 
given that a world cereal harvest record of about 1.5 
billion tons is possible in the crop year 1981-1982. '8 


With respect to both oil and non-oil commodities, 
the external price pressures faced by the developed 
market economies in 1973-1974 were much more 
formidable than in the present period. In the last 
quarter of 1973 the price of oil was increased by 
almost 300 per cent while in 1979-1981 the rise. was 
some 170 per cent (140 per cent in real terms'’) 
which was distributed over a period of almost two 
and a half years. Non-oil commodity price develop- 
ments provide an even sharper contrast. In 1973- 
1974, the UNCTAD index of nominal prices (table 
1.1.14) rose by 110 per cent (or 46 per cent in real 
prices). During the recent cycle, on the other hand, 
nominal non-oil commodity prices rose by 32 per 
cent (1978-1980), while in real prices!’ there was 
hardly any upward movement at all (4 per cent). 


’ Some OPEC members have suggested that they would cut 
production if prices came under substantial pressure. 


"IMF, Survey, January 11, 1982, р. 1. The projected increase in 


total cereal supplies is said to be caused by higher production 
possibilities in the main exporting countries. 


Manufactured goods export prices 


In terms of national currencies, export prices of 
manufactured goods had accelerated for several 
years through 1980, after which they decelerated in 
the first half of 1981—in some cases rather sharply: 
Belgium, Canada, Switzerland and Japan (table 
1.1.15). Exceptions to this pattern were the United 
States and possibly France, in which prices appear ©. 
have speeded up noticeably in the third quarter of 
1981. *° 


Recently, export prices (again in terms of domestic 
currencies) have tended to rise more slowly than 
domestic consumer prices probably because world 
market conditions have become more competitive 
during the economic downturn and rise in unused 
capacity. In section I(iv), it has been noted that the 
growth of nominal wages and unit labour costs in 
manufacturing has decelerated in many countries. 
This would be favourable for a further softening of 
export prices, unless the opportunity is taken to 
improve profit margins in export oriented sectors of 
industry. 


TABLE 1.1.15 


Annual rates of change of manufactured goods export prices 
(Percentage change from the same period in the previous year) 


1981 


1978 1979 1980 (Jan—June) 


In terms of US dollars 


Developed market economies. 15 14 11 =) 
of which: 
Western: Europe) 00: ВЕ 14 12 —10 
North America... . 7 14 И 12 
Japanigesrs “EY ot bot ВЕ 8 6 11 
In terms of national currencies 
Belgium—Luxembourg . . . - 8 10 За 
Canada na os ses oe eee 13 15 9 
Franceny GH, лен ds? эх 6 9 11 9 
Germany, Federal 
Republic of . 2 3 6 3 
На ese. Быль а 6 14 20 18а 
Netherlands see anoeee eee 4 5 8 6 
Switzer ands ares eee а 3 и 3 
Japan’. Fe ааа Э 12 И =| 
United States 8 16 9 13 


Source: UN Monthly Bulletin of Statistics, New York, November 1981. 
а First quarter 1981 relative to first quarter 1980. 


(iii) Labour markets 


(a) Unemployment: recent changes and the current 
situation 


_ In western Europe, near-stagnation of employment 
in 1980 followed by an actual decline of well over 1 


" Ratio of indices of commodity prices in US dollar terms and 
the developed market economy index of manufactured goods 
export prices (also in terms of US dollars). 


**In the third quarter of 1981, French export prices were 


none at the rate of 14 per cent relative to the third quarter of 
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TABLE 1.1.16 


Employment by major sector 
А = Annual changes (in thousand persons) 
B = Annual percentage change 


ee ee ОВО 


Non-agricultural 
enterprise sector 


Total economy Agriculture Manufacturing Non-manufacturing General government 
Country and year A B A B A B A B A B 

a ae“ би вм. 

Austria 
О-о 35 2 il —4.6 13 1.4 25 AAV) 18 4.3 
1974=1978 a -: =: 10 0.3 a6) —36 = —0:9 16 т 17 3.4 
ть 7 0.2 —10 = 55 => —0.6 12 0.9 11 1.9 
Они... 8 0.2 =- — 110 9 0.9 —9 —0.6 1] 2.0 
LOSE et аби 15 0.5 a a 20 —2.0 

Belgium4 
NOZO= 1974 ie em ales 33 0.9 = —510 = = 16 1.1 26 8.2 
1974-1978 9 et cee ~22 —0.6 = = —50 —4.1 4 0.3 28 Bal 
CEOS Site ie en Mera 42 1.1 = = = 20 18 1:2 52 Dal 
ISOS) ae ee Se = — 01 = =>: 1 —20 =. 1 3 0.2 20 
OSIM 86 Se 

Denmark 
1910-1974 5. LE 10 0.4 —10 о = НЙ — = 29 5.4 
19-1978 Se"; - 30 18 == — 13 =© abil 10 1.1 29 4.4 
ПО > — БА. 28 He =) S88) == = 18 то 18 2.8) 
Ot wa ee De eae — = se i —14 S26) з 
б-ка BA —1.4 es ne —30 5.8 

Finland 
1970-19742. peach de 15 0.7 —25 S32 16 322. 9 1.0 15 oy 
А-З . 0. 3 —1.4 =) — 5:4 ыы —2.0 = —1.8 16 4.4 
LOM ez 8 . 38 1.8 —4 — 1.4 19 3.6 9 1.0 14 3.3 
ПБ 2 ae. os 46 | =i E055) 22 4.1 10 ый 16 3.6 
I в а 32 1:5 = = 17 3.0 - 6 0.7 О 2.0 

France 
1970-1974. к... 150 0.7 =188 —4.9 66 12 146 1.6 71 2.5 
1974=1973' 2 ee 43 0.2 —66 = =o — 1.4 ey) 1.4 59 1.9 
OS ite a eS eer. + ae АВА 11 0.1 = => =O) Si 129 3 8 0.2 
о ое janet авиа 55 0.3 —26 —1.4 = —1.4 Sy, i) 20 0.6 
LOS ee rt 90 —0.9 =: т — 181 —3.3 et bes a ss 

Germany, Fed. Rep. of 
1970-1974. owe ap er 104 —0.4 —95 —4.2 — 122 = = = 116 3.9 
1974-1978 1 мкл —244 — 0:0 —69 —3.6 —190 —2.0 —35 — 0.3 50 ies) 
Пе 338 1.4 —50 =) 74 0.8 217 2.0 S)i/ AY 
4.222 0.9 —40 2.06 73 0.8 130 ee 59 1.6 
LOS eerie i. eS 2 ue) =) Spices — 164 —1.8 к о 2 as 

Ttaly 
а а. 60 0.3 — 108 —3.0 39 0.7 20 0.3 110 51 
о вн  Le 0.6 —64 =.) —8 (i) 106 ae) 78 3.0 
ОЗУ oe ea Sad De 4 0.9 = hi 15 0.3 199 2.3 39 1.4 
ОЕ иск. И 1168 0.9 —80 —2.8 32 0.6 190 Deh 41 1.4 
[Ay Pe, Re ee, ene 06 1.0 —127 —4.6 ae >: Яр я = ae 
herlands> 

ZF 197 O19 Ae ee ae ss 9 0.2 =i) 1.9 —24 —19 14 0.5 25 4.9 ° 
Е 1OTS? ee te ko 4 0.1 =5) = 116 By —2.8 23 0.9 18 ao 
TOTS PREM soe ВО big ba 5, 54 1.2 =) =) —13 =) 60 2.2 12 1.7 
L98OSEN Ets ALTE 17 0.4 —1 —0.4 —10 10 18 0.6 10 1.4 
ОО Sie eo? Are 70 ales) —4 — 1.4 —30 30 —42 = 6 0.8 

orway? 

р. 1970-1974 злее Abdel 11 0.7 —10 3 4 1.0 7 1.0 11 4.4 
NO 4= ПО comin ash ae 2 1.3 —4 =2.5 5 гонит 5 2.0 13 4.2 
ГОО: В. 14 0.8 1 0.5 = =. 9 | jl) 9 2.6 
НИ Nt co es ks 30 1.8 =! —l0E7/ —4 9 7 2.6 14 3.9 
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TABLE 1.1.16 (continued) 
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Non-agricultural 
enterprise sector 


Total economy Agriculture Manufacturing Non-manufacturing General government 
Country and year A B A B A B A B A B 
weaen 

as 1970-1974 . 24 0.6 —14 —4.2 —3 —0.3 —5 —0.3 47 5.8 
1974-1978. 29 0.7 —7 —2.6 —15 —1.4 - - 51 5.1 
1979 . 60 1.5 —6 —2.3 2 0.2 10 0.6 54 4.5 
1980 . 46 1.1 —6 —2.4 —1 —0.1 4 0.2 49 4.0 
1981 . 15 0.4 =5 —2.2 —22 =—2'3 8 0.5 34 2 

Switzerland 

ys а : 16 0.5 —6 —2.3 —12 —1.0 21 5 12 4.1 
1974-1978 —62 —1.9 =5 —2.1 —38 —3.4 —25 — Я 6 1.8 
1979 . 22 0.7 —3 —1.2 —3 —0.3 19 1.4 8 2-2 
1980 . 50 1.7 =2 —0.9 15 1.6 30 2:2 7 1.9 
1981. 38 1.3 15 1.5 3 

United Kingdom2 
1970-1974 : 83 0.3 —25 —3.2 —87 —1.0 72 0.7 123 3.0 
1974-1978 —18 —0.1 —8 —1.2 —154 —1.9 44 0.4 100 2.2 
1979 . . 164 0.7 —15 —2.3 —102 —1.3 202 1-7 79 1.6 
1980 . . —409 —1.7 4 0.6 —336 —4.6 —43 —0.4 —34 —0.7 
1981 . —1 306 —5.4 -11 —1.7 —757 —10.9 —501 —4.3 —37 -0.7 

Canada с с 
1970-1974 . 302 3.8 —10 —1.9 5) 3.0 226 4.4 33 6.4 
1974-1978 . 212 2.3 —1 —0.2 —6 —0.3 202 3.3 16 255 
1979 . 397 3.9 10 2.1 114 5.8 278 4.1 -5 —0.7 
1980 . 286 2.8 —6 —1.2 35 1.7 216 3.0 41 5.9 
1981. 330 3.1 7 1.5 55 2.6 275 3.8 -7 —1.0 

United States d d 
1970-1974 . . 1827 2.3 8 0.2 178 0.9 1238 2.9 404 3:2 
1974-1978 . . 2110 25 —38 —1.1 107 0.5 1665 3.5 376 29 
1979... 12.572 27 —45 —1.4 535 2.6 1807 3.3 275 1.8 
1980 . 325 0.3 13 0.4 —740 3.5 750 1.3 302 1.9 
1981 . . 1230 1.3 15 0.5 = = #5 

Sources: National statistics, and ILO Yearbook of Labour Statistics, Geneva 1980; 5 Man-years. 
OECD, Labour Force Statistics, 1968-1979, and Quarterly Supplement, November 1981, ¢ Public administration and defence only. 
Paris, 1981. Employees only. ° 


а Employment réters to June ot each year. 


per cent in 1981, caused the unemployment rate to 
rise Sharply from an estimated annual average of 5.3 
per cent in 1980 to 7.1 per cent in 1981.7! The 
increase reflected primarily the fall in employment, 
by about 1.4 per cent, in 1981; an even higher rise 
would have occurred were it not for a slowdown in 
the growth of the labour force between 1980 and 
1981 by about one quarter of one per cent. In 
contrast to developments in western Europe, in 


*! These unemployment rates, and those cited below, have been 
calculated on the basis of the total estimated labour force. They 
are therefore lower than those obtained on the basis of narrower 
concepts of the labour force (civilian labour force, dependent 
labour force) or on the basis of the population participating in 
employment or social insurance schemes. 


North America the increase in unemployment 
occurred mainly between 1979 and 1980, as very slow 
employment growth in the United States in 1980 was 
followed by a higher, but still moderate, increase in 
19817? (table 1.1.16). 


The extent of recent changes in unemployment 
varied considerably among the countries of western 
Europe as shown in chart 1.1.2, which presents for 13 
countries average annual unemployment rates since 
about 1970. The data reveal for different countries a 
certain similarity between recent changes in 
unemployment and those which occurred at the time 


* Since the rates are annual mid-year averages, they do not 


fully reflect the recent sharp increase in unemployment which 
manifested itself in various countries. 


Recent economic developments in western Europe and North America 


CHART 1.1.2 


Unemployment rates in selected countries, 1970-1981 


UNEMPLOYMENT 
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of the 1975 recession. Countries such as Austria, 
Norway and Sweden, where there was no major 
increase in unemployment during the 1975 recession, 
or foliowing it, also recorded only a slightly higher 
rate of unemployment in 1981 than in the preceding 
years. In Finland, where the major effect of the 1975 
recession on employment manifested itself between 
1976 and 1978, unemployment increased only 
moderately in 1981 as it did in 1975. In other 
countries, such as Belgium, Denmark, the Federal 
Republic of Germany, the Netherlands and the 
United Kingdom, the surge in unemployment in 
1981 mirrored that of 1975. In the case of France, 
however, the current increase appears to be so far 
somewhat smaller than in 1975. In Italy, the 
relatively moderate rise in unemployment in 1975 
was repeated in 1981. This broad similarity of 
unemployment changes in the earlier and current 
recessions in west European countries is not found in 
North America. Recent increases in unemployment 
there were much less marked than in 1975; in fact in 
Canada there appears to have been no change or 
even a marginal decline between 1980 and 1981. 


The similarities in western Europe ш the 
movement of unemployment levels during the two 
recessions stand in sharp contrast to the large differ- 
ences in most countries between the initial levels at 
the time the recessions started. Prior to 1975, rates of 
unemployment in the majority of west European 
countries were between 1.5 to 3.0 per cent; only in 
Italy and Ireland were they substantially higher (over 
5 per cent). Except for those countries where 
unemployment did not rise in the 1975 recession or 
beyond (Austria, Norway and Sweden), by 1979 
typical rates varied from about 5 to 7 per cent, 
roughly between 2 and 4 per cent higher than in 
1974. In Italy the level of unemployment had risen to 
about 7.5 per cent. Only in the Netherlands and, 
especially, the Federal Republic of Germany, were 
unemployment rates in 1979 less than 2 per cent 
higher than in 1974. In North America, Canada 
conformed to the general pattern found in Europe; 
the rate of unemployment in 1979 of 7.5 per cent was 
two percentage points higher than in 1974. In the 
United States, on the other hand, the difference 
between the rates at the two dates was only marginal. 


The generally much higher initial level of 
unemployment may partly explain two features of 
the recent increase, which were noted before:”? the 
greater increase in unemployment for men than for 
women and a substantial rise in unemployment 
among men in the central age groups. The upward 
trend in unemployment during the 1970s, which 
culminated in the high rates at the end of the decade, 
reflected to a large extent the worsening relative 
position of younger workers and women in раг- 
ticular.** With already high or increased levels of 
unemployment among these groups, who are the 
most susceptible to deteriorating employment condi- 
tions, the further increase in unemployment during 
the current recession may have spread to groups 
which previously had suffered less. 


23 See Efonomic Survey of Europe in 1980, р. 19. 
2* See section 1.1 (vii) (b) below. 


Unemployment data for 1981 are not yet available 
in sufficient detail to corroborate fully the features 
noted above, but statistics for selected countries 
provide some supporting evidence. A more rapid 
increase in unemployment amongst men in the last 
two years is found in all countries with rapid 
increases in unemployment for which data are 
available: *° 


Percentage increase in number of unemployed 


Botn sexes Males 
Country Month 1979/80 1980/81 1979/80 1980/81 
Belgium . . Nov. ee - 27.8 3 
France. , mec: ТИ 23.4 15.0 30.6 
Germany, Fed. 

Rep. of . Dec: 26.1 52.4 39.5 63.8 
Netherlands . Dec. 47.2 49.1 60.0 54.4 
United 

Kingdom . Oct. 50.8 44.9 52.8 48.9 


Moreover, among men the growth of unem- 
ployment in the central age groups has shown a 
tendency to be higher than, or at least close to, the 
increase in total unemployment in all countries 
except, Belgium. 


Percentage increase in number of unemployed 


Males in central 


Males age groups 


Age group 
Country Month (years) 1979/80 1980/81 1979/80 1980/81 
Belgium . July 25-39 18.2 61.7 8.3 46.5 
France . .Оес. 25-49 ley 23.4 15.0 30.6 
Germany, 

Fed. Rep. 

Of. ae ОСЕ 20-59 21.4 69.5 22.0 71.9 
Netherlands .Dec. 25-49 60.0 54.4 63.2 53.3 
United 

Kingdom . Oct. 25-44 52.8 48.9 53.6 582 


Thus, in four of the five countries unemployment 
rates of men in the central working ages—a group 
generally believed to have greater immunity to the 
effects of deteriorating employment conditions— 
have risen more rapidly than those for other 
segments of the labour force who are usually more 
vulnerable, such as youths, older workers and 
women. 


The greater impact of rising unemployment on 
men in the central age groups may, however, be 
partly explained by the nature of the changes in the 
labour force and in employment which have 
occurred in recent years. According to the available 
data, the estimated increase in unemployment of 
about 2.4 million between 1979 and 1981 in these 
countries can be attributed mainly to a decrease in 
employment (amounting to a loss of over 2 million 
jobs) and only to a small extent to an increase in the 
size of the labour force (which was about 400,000). 
Unemployment thus affected mainly persons already 
in the labour force, of which men in the central age 
groups represent a substantial proportion, rather 
than entrants to the labour force, who are predomi- 


** However, as mentioned below, there are reasons for believing 
that in the early stages of a recession, male unemployment rates 
may rise more than those for women. 
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nantly the young and women. In such circumstances, 
the relatively rapid rise of unemployment among 
men, and particularly among men in the central age 
groups, may not be so surprising. 


For the remaining eight countries in western 
Europe the stagnation in employment was _ less 
obvious, although it should be noted that Denmark 
was closer to the five countries mentioned above. In 
the eight countries combined employment increased 
by some 725,000 between 1979 and 1981 compared 
with labour force growth of roughly 1,026,000. 
Unemployment increased by only some 300,000. 
There was also no loss of jobs between 1979 and 1981 
in Canada and the United States: employment in 
these countries rose by some 2.1 million and, 
combined with the growth in labour supply of 4.1 
million, this resulted in a rise in unemployment of 
about 2 million. 


The stagnation or decline of employment was not 
limited to the more recent years. A large part of the 
rising unemployment in western Europe during the 
1970s can be ascribed, as discussed in section 
1.1(111)(6), to the loss of jobs. The longer term trends 
and recent evolution by major sectors are illustrative 
in this regard (table 1.1.16). Of the 12 countries for 
which data are available, all experienced losses in the 
number of manufacturing jobs. Between 1974 and 
1978 the average annual percentage decline was of 
the order of 1.8 per cent, with the largest declines, 4.1 
and 3.4 per cent respectively, in Belgium and 
Switzerland. In 1979 the situation improved 
somewhat with declining job losses compared with 
the years between 1974 and 1978, and in Finland, the 
Federal Republic of Germany, Italy and Sweden 
there were gains in manufacturing employment, 
although they were small in percentage terms. 
Percentage changes in 1980 were similar to the 
previous year. In five countries (Austria, Finland, the 
Federal Republic of Germany, Italy and 
Switzerland) there were increases in the number of 
workers employed in manufacturing in 1980, but 
only in Italy did the increases in manufacturing 
employment in 1979 and 1980 exceed the number of 
jobs lost in that sector in 1974-1978. Of the 12 
countries, the greatest decline in manufacturing 
employment in 1980 was in the United Kingdom, a 
decrease of 4.6 per cent or almost 340,000 jobs. 
While the data for 1981 are still incomplete, it would 
appear that the sector most affected by the decline of 
employment was again manufacturing. The declines 
that took place in nine of the 12 countries were for 
the most part at least twice the magnitude of the 1980 
percentage declines. In most countries the loss 
equalled, and in a few countries surpassed, the steep 
average annual percentage declines of the years 
1974-1978. Only in Finland (3.0 per cent) and 
Switzerland (1.5 per cent) was there an expansion of 
the number employed in the manufacturing sector. 
The acceleration of employment losses ш the 
manufacturing sector in 1981 would indicate that a 
levelling off in the decline in the numbers employed 
in manufacturing had still not begun. 


One feature of employment patterns in 1980 was 
that declines in manufacturing employment were 
more than offset by increases in non-manufacturing 


enterprise employment. In 1980, for the 12 countries 
providing data, a total of approximately 300,000 jobs 
were lost in the manufacturing sector while the non- 
manufacturing sector gained about 500,000 jobs, a 
net gain of 200,000 jobs. However, the difference 
between non-manufacturing employment gained and 
manufacturing employment lost has fluctuated a 
great deal over the years and thus cannot be 
considered a stable phenomenon. In 1979, in the 12 
countries, the increase in non-manufacturing 
employment exceeded the loss in manufacturing 
employment by about 800,000 jobs, but in the period 
1974-1978 approximately 1 million more jobs were 
lost in manufacturing than were gained in non- 
manufacturing. 


While data are only available at present for fou 
countries, it would appear that in 1981 not only will 
the non-manufacturing sector be unable to 
compensate for the loss of employment in manufac- 
turing, but it is likely to experience some contraction 
of employment itself. Of the four countries, there 
were declines in non-manufacturing employment in 
the Netherlands (1.5 per cent) and in the United 
Kingdom (4.3 per cent), and in the other two the 
increases were marginal (Norway 0.4 per cent and 
Sweden 0.5 per cent), these increases being exceeded 
by the loss in manufacturing employment in both 
countries. 


The second traditional absorber of excess labour is 
general government. The annual percentage 
increases in employment in this sector have been 
successively diminishing over the 1974-1980 period, 
an inevitable outcome after the unsustainably high | 
percentage increases of the early 1970s. The average 
annual increase in general government employment 
in the 12 countries for the years 1970-1974 was 4.3 
per cent, with increases as high as 5.8 per cent in 
Sweden, 5.4 per cent in Denmark, and 5.1 per cent in 
Italy. For the years 1974-1978 the average annual 
percentage increase dropped to 3.2 per cent, with all 
countries registering a lower increase in 1974-1978 
than in 1970-1974. By 1979 the average annual 
increase had declined further to 2.4 per cent, 
although in three countries (Belgium, the Federal 
Republic of Germany and Switzerland) the 
percentage increases were higher than in 1974—1978. 
In 1980 labour absorption by the general government 
sector was further weakened as in the United 
Kingdom, where there was a decline of 0.7 per cent 
of employment in general government. The average 
increase for 11 countries fell still further to 2.0 per 
cent a year. This steady and rapid decline partly 
reflects government budget cutbacks, as well as a 
growing reluctance on the part of some governments 
to view the public sector as an employer of last 
resort. A comparison of the change in general 
government employment between 1975 and 1981, 
both recession years, is possible only for five 
countries. It suggests that the role of this sector in 
cushioning part of the effect of rising unemployment 
has changed. Whereas in the United Kingdom 
employment in this sector increased by 6.6 per cent 
in 1975, in 1981 it declined by 0.7 per cent. An 
increase of 2.1 per cent in the Netherlands in 1975 
compares with slow growth of 0.8 per cent in 1981. 
However, in Finland, Norway and Sweden, countries 
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in which unemployment did not increase greatly in 
1981, the general government employment continued 
to expand substantially (at 2.0, 2.1 and 2.7 per cent, 
respectively). Even so, these rates were considerably 
lower than in 1975 (3.9, 3.3 and 5.1 per cent, respec- 
tively). 


(b) Changing characteristics of the unemployed 


The recent rapid increase in unemployment and 
the growing pressures for measures to control it have 
given added importance to the question of which 
population groups are most affected by these 
developments. Policy intervention in the labour 
market aimed at reducing unemployment and the 
scope and content of such policies and measures will 
to a considerable degree depend upon the nature of 
unemployment and the characteristics of the 
unemployed. 


Starting in the 1970s, rising unemployment in most 
western European countries has been associated with 
substantial changes in the characteristics of the 
unemployed. Some of these changes caused wide- 
spread concern, particularly the rapid acceleration of 
youth unemployment after the first half of the 
1970s. ** Another trend during the 1970s, which has 
drawn less attention, was the apparent relative 
worsening of women’s unemployment situation, 
compared with that of men. More recently, as already 
noted, the increase in unemployment has been 
associated with what seems to be a sharp rise in 
unemployment amongst men in the central age 
groups. 7’ 


The differential impact of unemployment on 
different population groups is obviously not 
independent of the overall trends in unemployment, 
labour force and evolution of employment. The 


following comments suggest the existence of 
substantial variations in this respect between 
countries and over time. 

Patterns of unemployment presumably are 


affected, in a direct manner, by the levels and trends 
in overall unemployment. Data on the latter for the 
period since about 1970, as presented in chart 1.1.3 
show that despite considerable variations, there are 
some general common features shared by different 
countries. One group which distinguish themselves 
from the rest is formed by Austria, Norway and 
Sweden. Also in this group is Switzerland, for which 
no data are shown, but where the unemployment 
rate for most of the period was negligible and at no 
time since 1970 exceeded 0.7 per cent. Characteristics 
common to these countries include a low rate of 
registered unemployment throughout the period and 
at most an only slight increase in the unemployment 
rate at or after the 1975 recession. The low rate of 
unemployment during the 1970s is evident, even 
when limitations on the comparability of statistics 
are taken into account. In no case did the 
unemployment rate in any of the countries 


**See Economic Survey of Europe т 1978, Part 1, “The 
European Economy in 1978”, p. 15 and table 1.10. 


*" See also Economic Survey of Europe т 1980, р. 19. 


concerned reach 3.0 per cent (the highest observed 
level was 2.7 per cent in Sweden in 1972) and the 
average rate of the period 1970 to 1981 was of the 
order of 2.0 per cent (in Sweden) or less. In addition, 
although the 1975 recession affected employment 
levels unfavourably, in all of these countries except 
Sweden, the increase in unemployment levels was 
generally small (the highest relative increase was 
from 1.5 to 2.3 per cent in Norway) and was followed 
by decreases in the next years. Actually, in two 
countries, Austria and Sweden, _ registered 
unemployment rates in the latter part of the 1970s 
were below those in the first half. Finally, as far as 
data are available, they suggest only a moderate 
increase, at least up to 1981, in unemployment since 
the onset of the 1979 recession. 


In contrast to these four countries, virtually all 
others in western Europe, as well as the United States 
and Canada, are characterized by significantly higher 
unemployment levels in the second as compared with 
the first half of the 1970s, a development which 
started with a more or less pronounced rise in 
unemployment at the time of the 1975 recession. This 
pattern is least evident in Italy, which already 
experienced comparatively high unemployment in 


tthe early 1970s and showed only a moderate increase 


between 1974 and 1975, although since then a steady 
increase, resulting in higher overall levels than 
before, can be observed. Data for Ireland are 
incomplete, but suggest an evolution similar to that 
in Italy. Another country which also stands 
somewhat apart is Finiand, where unemployment 
increased comparatively little between 1974 and 
1975, but continued to rise steadily to reach a peak in 
1978. The two following years saw a rapid decline, 
but the rate for 1980 was still above those registered 
for the first half of the decade. 


In the remaining countries, unemployment trends 
in the 1970s were significantly affected by the rise 
due to the 1975 recession. Variations, however, are 
found particularly as regards the degree to which 
employment recovered after the 1975 recession. Only 
in one case, that of the United States, did 
unemployment rates decline sufficiently after 1975 to 
come close to, although not as low as, prerecession 
rates. In all other countries, unemployment remained 
well above levels attained before the recession, albeit 
with differences. In the Federal Republic of 
Germany and, to a lesser extent, in the Netherlands, 
rates of unemployment declined somewhat or tended 
to stabilize after 1975 through 1979 or 1980. Canada 
and Denmark also show а stabilization of 
unemployment rates in 1976, followed, however, by a 
further increase, with the rates reaching a maximum 
in 1978, followed by a decline in 1979. Finally, in 
Belgium, France and the United Kingdom 
unemployment did not abate after 1975, but 
continued to rise. In fact, in the latter of these 
countries the increase in the rate between 1975 and 
1976 was of the same order of magnitude as in the 
preceding year, and a decline in the unemployment 
rate did not occur until 1979 and even then was only 
marginal. 


Although the above findings are reasonably 
consistent, some inherent limitations of the results 


Recent economic developments in western Europe and North America 21 


should be noted.” In the first place, unemployment 
data, mostly based on registration statistics, do not 
reveal the possible extent of so-called disguised 
unemployment, due to the withdrawal from the 
labour market of some persons, referred to as dis- 
couraged workers, when confronted with the im- 
possibility of finding a job. In the second place, 
government policies with respect to labour and 
unemployment may have affected registered 
unemployment in various, and opposite, ways. Public 
programmes, which provide employment for persons 
who had or would have lost their jobs, or which 
facilitate withdrawal from the labour force, such as 
early retirement programmes, tend to lower 
registered unemployment. On the other hand, 
extending the coverage of eligibility for 
unemployment benefits or raising the Benefit levels 
may induce an increase in those registering as 
unemployed, who otherwise would not have done so. 
Increasing the benefits or easing requirements to 
become eligible for them may reduce the pressures 
on the unemployed to find work. 


The potentiat effect of these factors should not be 
underestimated and their significance for registered 
unemployment and its structure cannot be 
discounted. As will be seen below, there is some 
evidence that the discouraged worker effect may be 
of some importance, especially under depressed 
conditions in the labour market. As to the impact of 
employment programmes, it has been noted that ‘he 
low unemployment rate of Sweden is possibly 
misleading, since the number of persons engaged in 
labour market policy measures aimed at relieving 
unemployment exceeded the number of registered 
unemployed by more than half in 1977 and 1979 and 
by over 40 per cent in 1978.7 Early retirement 
schemes in different countries may have involved up 
to 2 per cent of the civilian labour force. Estimates 
for the Netherlands, also cited before, suggest that 
disguised unemployment amongst those benefiting 
from labour unfitness legislation may have repre- 
sented between 2 and 3 per cent of the labour force 
in 1978 and 1979. *° 


The impact of pressure on employment levels and 
characteristics originating from the supply side 
through the growth of the working population in the 
1970s is uncertain. This is partly due to the 
difficulties in establishing clear trends as regards 
labour force growth; considerable variations in this 
respect existed between countries and, only to a 
slightly lesser degree, between different years within 
countries. For the period since 1970 as a whole only 
a few countries exhibited exceptionally high or low 
rates of increase of their labour force; the dominant 
trend was one of fairly moderate growth. Sustained 
high growth since 1970 was found only in North 
America, and even there with some fluctuations. In 


28 It should also be recalled that unemployment rates have been 
calculated on the basis of total labour force and accordingly may 
differ from those calculated on a different base. 

Зее Economic Survey of Europe т 1978, Part I, “The 
European Economy in 1978”, p. 15 and also section 1 (iii)(c) 
below. 

30 Economic Survey of Europe т 1979, pp. 24-25. 


Canada the relative increase of the labour force 
between 1970 and 1980 was estimated to be about 37 
per cent, implying an annual growth rate of over 3 
per cent. The United States experienced over the 
same period an increase of close to 25 per cent in its 
labour force, or an annual growth rate of 2.2 per 
cent. Only one country in western Europe, Norway, 
showed a rate of labour force growth comparable to 
that observed for the United States, but most of this 
increase apparently took place starting around 1974. 
At the other extreme, between 1970 and 1980 the 
labour force decreased in absolute numbers in the 
Federal Republic of Germany and, especially, in 
Switzerland. This fall occurred primarily as a result 
of the return migration of foreign workers. Moderate 
rates of labour force growth of between 8 and 11 per 
cent were estimated for Belgium, Denmark, France, 
Italy, the Netherlands and Sweden, with a probably 
somewhat higher increase than the upper limit in 
Ireland. Growth rates under the lower limit cited 
were found in Austria, Finland and even more so in 
the United Kingdom. 


There is no immediately obvious evidence of the 
effect of these overall labour force trends on 
unemployment levels. For instance, countries with 
low unemployment levels throughout the 1970s 
include Norway, where labour force growth was very 
rapid; Sweden where it was intermediate; Austria 
where it was slow and Switzerland where it was 
negative. This is not to say that labour force growth 
does not affect unemployment; a more detailed 
analysis could well prove the opposite. However, the 
data show no directly discernible influence; in fact, 
they suggest rather that unemployment may have 
affected labour supply. In most of those countries 
which between 1974 and 1975 experienced a 
significant increase in unemployment, labour force 
growth in the same year fell significantly. Amongst 
those which experienced a rise in unemployment 
rates and a lower increase in labour force in 1974— 
1975 than in the preceding and following years were 
Austria, Belgium, Denmark, France, Federal 
Republic of Germany, Switzerland and the United 
States. However, the fact that labour force trends in 
several countries, including Canada, the Netherlands 
and the United Kingdom, where unemployment also 
increased significantly, did not conform to this 
pattern, means that evidence for the hypothesis of a 
discouraged worker effect is less than conclusive. The 
limited labour force data thus far available for 1981 
suggest similar conclusions. A slowdown in labour 
force growth appears to have occurred in several 
countries, such as Belgium, the Federal Republic of 
Germany, the Netherlands and the United Kingdom, 
but not in several others in which unemployment 
also rose significantly. 


One feature of the evolution of labour supply in 
the 1970s may have had significant repercussions on 
both levels and characteristics of unemployment. 
This is the large differential in growth between the 
sexes and, in many countries, a very low or virtual 
cessation of growth of the male labour force. As the 
following table shows, estimated percentage 
increases of the female working population exceeded 
those of males by a large margin in all countries: 
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Estimated increase of labour force, 
1970-1980 (per cent) 


Country Males Females 
Е 4 eRe 4.4 8.9 
Belcium\. о cee ere eee 0.5 251 
Denmark, AGES. tw - 1.0 Dore 
папа tee Se: 1.3 13.8 
Насер wae ВС ee 2 19.0 
Germany, Federal Republic of . —3.7 5.2 
о А ЗИ De) 26.3 
Мена rue 3.6 30.8 
NOT WAY а ee 4.9 72.0 
Sweden: ее Mee. ue — 26.2 
Switzerland —4.7 —.8 
United Kingdom ls 15.4 
Canada . 24.0 63.3 
USA . 14.3 41.7 
а 1971-1980 


Especially large differences are found in Belgium, 
Denmark and Sweden, where a very small increase 
(1.0 per cent or less over 10 years) or no change in 
the male working population, was associated with an 
increase of female labour force of 25 per cent or 
more. In Norway, a moderate expansion of less than 
5 per cent in the number of men in the labour force 
was accompanied by a very large increase, of over 70 
per cent, in the number of working women. Also in 
some other countries, such as France, Italy and the 
Netherlands, the percentage increases for women 
were between eight to ten times higher than those for 
men. Apart from Switzerland, where both the male 
and female labour force declined in number, Austria 
seems to be the only country which maintained some 
semblance of balance in labour force growth for each 
5ех. 


The stagnation in the growth of the male labour 
force is also evident in the percentage contributions 
of men to the total growth of the working population 
between 1970 and 1980. Typically, in Belgium, 
Denmark, Finland, France, Italy, the Netherlands 
and Norway males accounted for roughly only 
between 5 and 25 per cent of the total labour force 
growth between 1970 and 1980. In only three 
countries (Austria, Canada and the United States) 
did the share of males in the total increase in labour 
force approach or exceed 40 per cent. In the 
remaining countries the male labour force did not 
increase at all (Sweden) or declined in absolute 
numbers (the Federal Republic of Germany, 
Switzerland and the United Kingdom). 


For western Europe and North America as a whole 
the moderate but sustained growth of labour supply, 
together with the deteriorating employment condi- 
tions which characterized the 1970s, obviously led to 
the emergence of a wide gap between the size of the 
labour force and the level of employment. Between 
1970 and 1980, according to rough estimates, the 
working population of all countries combined 
increased by some 30.9 million, as against a rise in 
employment of only 23.0 million. Job creation thus 
fell some 7.9 million short of the increase in labour 
supply or, alternatively stated, the additional 
employment generated in the 1970s absorbed only 
three quarters of the increase in the labour force. The 


evolution in North America was more favourable 
than that for all the countries combined. Although 
labour supply in North America increased much 
more rapidly than in Europe, so did employment. As 
a result the shortfall in jobs in the United States and 
Canada combined was between 3.7 and 3.8 million 
out of a labour force increase of 24 million and the 
expansion in employment amounted to 85 per cent 
of the rise in labour force. This percentage was 
similar in both countries. 


In comparison with the United States and Canada, 
western Europe’s situation was much more 
unfavourable. The labour force expanded by an 
estimated 6.8 million—the rate of growth being 
much slower than in North America—but the 
number of jobs went up by only some 2.7 million, 
which represents only two fifths of the labour supply 
increase and a shortfall in employment of some 4.1 
million. Moreover, within western Europe develop- 
ments varied considerably. In Austria employment 
increased more than the labour force, though only by 
a very small margin, and in two other countries, 
Norway and Sweden, there was a near balance 
between the two. In a second group of countries, 
which included Italy, Ireland and the Netherlands, 
new jobs created during the decade represented 
about two thirds of the labour force. The corre- 
sponding proportion was about half in Finland and 
France, and only between about one fourth and one 
third in Belgium and Denmark. In the United 
Kingdom a substantial increase in the labour force 
was associated with a fall in employment, thus 
resulting in a small negative fraction. In the Federal 
Republic of Germany and Switzerland both the 
labour force and employment declined in absolute 
terms, but whereas in Switzerland the two declined 
by not very different amounts, in the Federal 
Republic of Germany the loss in jobs exceeded the 
fall in labour force by close to 750,000. 


The slow growth of employment in western 
European countries is obviously to some degree 
associated with the stagnation of manufacturing and 
the job losses associated with it in many countries. 
On the whole, countries experiencing the emergence 
of a large employment gap between 1970 and 1980, 
also recorded a significant fall in manufacturing 
employment during the same period. Such is the case 
with Belgium, where manufacturing employment 
decreased by one fifth in the decade, and the United 
Kingdom, where a slightly lower drop occurred. 
Similarly, in Denmark employment in manufac- 
turing declined substantially. However, the loss in 
manufacturing employment was по _ limited 
exclusively to those countries where the largest 
employment gaps are found. In the Netherlands the 
percentage decline in manufacturing was nearly as 
much as in Belgium. Another contributing factor to 
the slow growth of employment in a number of 
countries was the slow growth or stagnation of the 
non-manufacturing enterprise sector, which in the 
past absorbed a substantial fraction of the growth of 
the labour force. In some countries such as Finland 
and Sweden, employment in this sector suffered a net 
loss, and in others, including the Federal Republic of 
Germany, Italy, Switzerland and the United 
Kingdom, it increased by less than, or not much 


more than 5 per cent. Finally, the slowdown in the 
expansion of general government, especially in the 
latter half of the decade, may have added another 
negative effect on employment growth. 


A prominent feature of the changes in the structure 
of employment during the last decade has been a 
pronounced trend in many countries toward what 
might be referred to as “de-industrialization”. Data 
available for 12 countries show that the proportion of 
the employed labour force working in manufacturing 
fell in all except Finland’ In three countries— 
Belgium, the Netherlands and the United 
Kingdom—the percentages of the work force in 
manufacturing in 1980 were nearly one fourth lower 
than in 1970. Substantial losses, of between 12 to 15 
ee cent, occurred in Denmark, Norway, Sweden and 

witzerland. In most of these countries these losses 
were not made up by the non-manufacturing 
enterprise sector, as the following table shows: 


Percentage of total employment in: 


Non-manufacturing 


Manufacturing enterprise sector 


Country 1970 1980 1970 1980 
Austria . B15 30.1 40.2 43.0 
Belgium 32.7 25.4 406 42.6 
Denmark . 24.9 212 39.2 39.1 
Finland 23.0 25.5 42.8 41.9 
France . 28.1 25.8 449 49.4 
Germany, 

Federal Republic of . . . 38.1 35.0 42.2 44.3 
Halve (eee pees 281 215 42.6 445 
Netherlands . 26.6 20.5 553 58.5 
Norway 24.5 217 46.5 48.6 
Sweden 26.5 22.8 446 41.0 
Switzerland . 36.7 32.4 45.3 47.6 
United Kingdom 34.2 26.5 45.8 49.6 


Sex patterns of unemployment 


One of the issues posed by the large sex differen- 
tials in labour force growth and the emergence of a 
large unemployment gap in the 1970s is their effect 
on the relative unemployment levels of men and 
women. The question arises whether the relatively 
weaker position of women in the labour market, 
which manifests itself in various aspects of conditions 
of work, principally with respect to levels of pay, 1$ 
also reflected in unemployment differentials between 
men and women and their evolution over time. This 
question is important since the participation of 
women in the labour force has not only expanded 
very rapidly, but also has become much less casual 
than used to be the case. Income from work of 
married or independent women has come increas- 
ingly to be relied on as a significant component of 
family or household income. At the same time tradi- 
tional labour market policies in support of 
employment (such as those providing vocational 
training or work on government sponsored projects) 
are principally oriented towards men, and women’s 
participation in them generally has been fairly 
limited. 

It is not always easy to determine whether, and to 
what extent, recent rises in unemployment have had 
a differential impact on men and women. One 
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obvious problem is assessing the role of cyclical 
versus structural trends in unemployment levels, 
particularly since each may affect the sexes 
differently. Basically, it can be affirmed that in the 
majority of western European countries and in North 
America unemployment levels of men have been 
below those of women (table 1.1.17). 


TABLE 1.1.17 


Unemployment rates of men and women: 
1970 and 1980 


Unemployment rate (per cent) 4 


Males Females 


1970 1980 1970 1980 


Western Europe 


Austriaca.) те cel 1.4 2.8 2.0 
Варне. асе LES ES) 25 12.9 
Denmark: “= 4)..2 a 4 6.4 0.5 7.8 
Finland=- п. о Аб 4.8 1.0 4.9 
France ee for в а 4.1 4.2 9.7 
Germany, Fed. Rep. of . . 0.5 2.6 0.6 4.6 
Ireland . Dec Pred a eee eA ae Be 

Пауки У fay 3:7 5.1 9.4 13.9 
Netherlands 14 43 0.9 53 
INORW Ay fire ciation si cciats cide 1.4 ~ 2.9 
Swedenmua: - une 1 2.0 1.8 AD) 
ДОН оао Ч а в SS — — — 
United Kingdom... . 2.9 7.0 0.9 Sil 

North America 

Сапада ка a Ce 2 56 6.9 5.8 8.4 
WnitedsStates= ita в в И 6.7 5.9 7.4 


а Rates calculated on the basis of estimated total labour force. 


In all but four of the 12 countries for which data 
were available for 1970, the unemployment rates of 
men were lower than those for women. In addition 
the differences between the ratio were minimal in 
Canada and the Federal Republic of Germany, in 
the latter case partly so because of the low 
unemployment level. In contrast, substantial differ- 
ences were found in France and Italy, where 
women’s unemployment rates were 2.5 to 3 times 
those of men. In the four countries where. a higher 
proportion of males than females were unemployed 
in 1970 (Denmark, Finland, the Netherlands and the 
United Kingdom) the excess male unemployment 
was fairly substantial. 


By 1980 the situation had changed in two major 
respects. First, only the United Kingdom continued 
to show higher unemployment levels for males than 
females, although the relative margin between the 
two rates had narrowed considerably. Moreover, 
reported unemployment rates for the two sexes in 
that country do not necessarily reflect true condi- 
tions, since joining the unemployment insurance 
system was optional for married women (and 
workers over retirement age). Those who elected not 
to join the system were not required to make contri- 
butions, but they also received no entitlement to 
benefits. Therefore, in the event of unemployment, 
there was no incentive for those not participating in 
the system to register. In addition, it should be noted 
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that although in Finland the unemployment rate of 
women in 1980 was marginally higher than that of 
men, until 1979 the reverse was true, and preliminary 
estimates for 1981 suggest that 1980 was an 
exception. Data not shown in the table indicate that 
in the two other countries, where a reversal from 
excess male to excess female unemployment took 
place (Denmark and the Netherlands) Ше 
changeover in rates occurred around 1977 and 
OMe. \ 


The second change was that, in the majority of 
countries, the difference between female and male 
unemployment rates in 1980 was substantially higher 
than in 1970, the only exceptions in this respect being 
Austria and. Sweden. In Belgium, Canada, France, 
the Federal Republic of Germany and Italy in parti- 
cular the rise in the female unemployment rate was 
substantially higher than that for males. For all 
countries taken together the difference between the 
unweighted averages of the female and male 
unemployment rate increased from 0.7 per cent in 
1970 to 2.1 per cent in 1980. 


Whereas these data suggest a deterioration of the 
relative situation of women compared with men 
between 1970 and 1980, it is difficult to determine 
whether this evolution is mainly due to trends in the 
labour force (particularly the rapid growth in the 
number of women entering the labour market and 
the small increase in the number of men) or to the 
unfavourable developments in the labour market in 
terms of unemployment which affected women in 
particular. Although neither assumption is easy to 
test, an answer to this question would be relevant to 
policy considerations. Obviously, the high levels of 
women’s unemployment, no less than in the case of 
men, create pressures for some remedial action. 
Appropriate policies and measures, however, might 
differ, depending on whether the major cause lies 
with more structural, long-term factors such as the 
growth of labour supply or the, hopefully, shorter- 
term phenomenon of high unemployment. 


To the extent that the past decade has been a 
period of rapid deterioration in employment condi- 
tions not only for women but also for men, it could 
be argued, considering the slow growth of the male 
labour force, that at least part of the problem lies 
with a slow expansion or stagnation of employment 
rather than with supply factors. However, there are 
also indications that the relative worsening of female 
unemployment may have started well before the 
onset of the rise in unemployment levels in the 1970s. 


Data on unemployment trends prior to 1970 were 
compiled for only a few countries (Canada, Finland, 
the Federal Republic of Germany and Sweden), but 
most of these tended to show some worsening of the 
employment situation of women before or around 
1970. The ratio of female to the total unemployment 
rate is one measure which can be used to assess the 
evolution of the relative employment situation of the 
sexes. In Finland a rising trend in this ratio, 


' In Norway no data for 1970 comparable with those for 1980 
could be found, but the data available for the former year suggest 
a higher male unemployment rate at that time, whereas in 1980 
the female rate was the higher one. 


indicating a more rapid rise of female 
unemployment compared with total unem- 
ployment, started to manifest itself towards the end 
of the 1960s continuing, with sharp fluctuations, in 
the 1970s. In the Federal Republic of Germany a 
large increase in the ratio (from 0.84 to 1.05) 
occurred between 1969 and 1970 and again (from 
1.05 to 1.26) between 1970 and 1971. In Canada, a 
gradual tendency for the ratio to increase also started 
in the latter part of the 1960s. However, in Sweden 
no significant change seems to have occurred prior to 
1970, a fact which may be partly explained by the at 
that time higher male than female unemployment 
rate. On the whole these data provide at least some 
support to the hypothesis that the deterioration of 
the employment situation of women cannot be 
exclusively attributed to the worsening of 
unemployment in the 1970s. 


A more detailed analysis of the evolution of male 
and female unemployment in the course of the 1970s 
is seriously limited by the effect of cyclical fluctu- 
ations on unemployment. However, the effect of the 
latter on sex patterns of unemployment are 
themselves of some interest. The behaviour of female 
and male unemployment during the cycle are 
generally thought to be subject to two opposing sets 
of factors. On the one hand, it is argued that because 
of their weaker attachment to the labour market 
female workers find themselves in a disadvantaged 
position as regards level of training, experience and 
seniority, which tend to make them vulnerable when 
employment conditions worsen. On the other hand, 
it has been noted that a larger proportion of women 
than men are employed in sectors (services or general 
government) or occupations (administrative and 
white collar jobs) which are less subject to cyclical 
fluctuations than, for instance, construction or heavy 
manufacturing industries, which employ mostly men. 


The fluctuations’ in unemployment during the 
1970s do not provide firm evidence in support of 
either hypothesis. In some cases a rise in total 
unemployment has affected females dispropor- 
tionately, but in other cases the impact has been 
greatest on males. There is reason to speculate that 
the response of the unemployment rates of each sex 
to a change in total unemployment may be related to 
their relative levels of unemployment. To the extent 
that the distribution of the unemployed between the 
two sexes is not too imbalanced and changes in 
unemployment do not cause a radical shift in this 
distribution, a rise in unemployment levels would 
have a tendency to proportionately increase the 
lower rate more than the overall rate. The same 
would be true for a decline in total unemployment: 
One implication of the pattern is that since in the 
large majority of countries female unemployment 
rates exceed those of males, one would expect a more 
rapid increase of unemployment of men in the initial 
stages of a cycle but also a more rapid decline in 
times of recovery. 


The sex patterns of labour force growth and 
unemployment have had several effects on the 
employment gap for men’ and women, as may be 
seen in the rough estimates presented in the 
following text table, which indicate order of magni- 
tudes rather than precise figures: 
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Estimated changes in labour force and employment 1970-1980 and employment gap, by sex 
(In millions) 
ee НЫЕ ON eee es et a 


Males Females 


Change in: Change in: 
Lab Empl 
ce: Employment He i poe Employment ee 
Western Europe 
and North America. 9.0 Dal 3.9 21.8 17.9 3.9 
Western Europe . —0.1 =) 1.8 6.8 4.6 2) 
North America . 9.1 7.0 7 15.0 13.3 ТУ 


_ For Europe and North America combined, the rise 
in employment for each of the sexes was about 3.9 
million less than the increase in labour force. Despite 
the fact that developments during the 1970s 
appeared to be to the disadvantage of women, in 
terms of both pressures on the labour market 
through a rapid increase in labour supply and the 
relative worsening of female unemployment, the 
employment gap at the end of the decade was not 
higher for women than for men. Actually, in North 
America it was less for women, 1.7 million, than for 
men, 2.1 million. However, in western Europe the 
opposite was true; employment of men declined by 
1.8 million, whereas in the case of women the growth 
of the labour force surpassed the rise in employment 
by 2.2 million. Nevertheless, even in western Europe 
men seemed to have been disadvantaged, at least in 
one respect. In their case the entire deficit in 
employment accumulated in the course of the 1970s 
was solely the result of a drop in employment, since 
the male labour force on the whole did not increase 
at all and in fact declined somewhat. The net loss in 
employment of 1.9 million is indicative of the scale 
of deterioration of the labour market conditions 
facing the male working population at the beginning 
of the new decade. 


Age patterns of unemployment 


The changes in the labour force and employment 
conditions in the past decade have also left their 
imprint on the age structure of the unemployed. It 
has already been noted that the increase in 
unemployment which occurred between 1973 and 
1978 had a different impact on different age (and 
sex) groups. The disproportionate increase in 
unemployment among young persons was only one 
manifestation of the shift in the age composition of 
the unemployed which occurred in the 1970s, though 
possibly the most striking. The emergence of the 
problem of youth unemployment has created an 
awareness of the wide-ranging repercussions of the 
age structure of unemployment and changes in it. As 
in the case of other characteristics of the unemployed 
such as their sex composition, occupational distri- 
bution and differential levels of qualification, age is a 
significant parameter for the orientation and formu- 
lation of labour market policies. 


Considering their potential importance from the 
policy perspective, there is an unfortunate paucity of 
information on, and lack of understanding of, the 
age patterns of unemployment themselves and the 


factors determining them. This is in part due to the 
fact that the concern about the differential impact of 
unemployment on the various age groups is 
relatively new, starting with the rising unemployment 
trend in the 1970s, in part it may be attributed to the 
complex nature of age patterns of unemployment. 
Quantitative and qualitative factors on the supply 
side, such as a rapid increase in the labour force of 
certain ages or differences in levels of qualifications 
and desired wages of workers in various ages, in 
combination with varying conditions of demand are 
only some of the elements which may affect 
unemployment in the various age groups differently. 
Obviously, the interaction of so many variables is 
likely to result in a diversity of situations, from which 
it is difficult to determine any systematic pattern. 


The data for three countries presented in chart 
1.1.3 illustrate the variation in age-specific 
unemployment rates.*? They show for each year 
from 1970 to 1980 the differences between 
unemployment rates in selected age groups (20 to 24 
and 55 to 64 years for men and women, and 35 to 44 
years for women) and those of men in ages 35 to 44 
years. The unemployment rate of men aged 35 to 44 
years was taken as a base of reference on the 
assumption that it would come closest to reflecting 
basic trends and fluctuations in unemployment. The 
other age groups were selected so as to represent 
unemployment among the young, women in the 
central ages, and men and women in the older ages. 


Although chart 1.1.3 does not cover a large enough 
number of countries to arrive at general conclusions, 
it suggests certain common features, as well as differ- 
ences. One of the main features is that the data 
confirm the susceptibility of young persons to higher 
than average unemployment levels. In each of the 
three countries, and for all years, unemployment 
rates for both men and women aged 20-24 years 
were well above those for men in the central working 
age group (35-44 _ years). Moreover, the 
unemployment rates recorded for younger workers 
generally surpassed by a substantial margin those for 
other groups (such as women in the central ages and 
older workers), the only exception being in Finland 
in the early 1970s, when the gap between these 
groups was rather narrow. 


2 Data on age-specific unemployment rates for other countries 
are available but not in a comparable form because of differences 
in age classifications or base populations or changes in definitions 
or procedures within the period considered. 
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CHART 1.1.3 


Differences between unemployment rates: selected age groups and males aged 35-44 years in selected countries, 1970-1980 


Finland Sweden 


1970 1972 1974 1976 1978 1980 1970 1972 1974 1976 1978 1986 


DIFFERENCE IN DIFFERENCE IN 
UNEMPLOYMENT UNEMPLOYMENT 
RATES? RATES 


UNEMPLOYMENT 
RATE MALES 
35—44 YEARS 


UNEMPLOYMENT 
RATE EARS 


1970 1972 1974 1976 1978 1980 


1970 1972 1974 1976 1978 1980 
Males, 20-24 years 
-* Females, 20-24 years 


* Difference between the unemployment 
rates of selected age groups and that 
of males aged 35 to 44 years. 


UNEMPLOYMENT 
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35—44 YEARS 
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Recent economic developments in western Europe and North America 27 


The charts also show that during periods of 
generally rising unemployment, unemployment rates 
tended to increase more for younger workers, so that 
the difference between their unemployment rate and 
that of men in the central age group widened. This is 
seen particularly when unemployment surged 
sharply upward in Finland between 1974 and 1978 
and in the United States between 1974 and 1975. On 
the other hand, when general unemployment rates 
fell markedly, as in Finland after 1978 and in the 
United States after 1975, the response was also 
greatest among young workers. 


However, the data also suggest certain differences 
between the sexes in that there may be some 
tendency for unemployment to rise more rapidly for 
young men than for young women at the beginning 
of a recession period and to reach a higher level. 
Thus, the difference between the unemployment rate 
for men 20-24 and the central group was rising in 
Finland between 1974 and 1976 and in the United 
States between 1973 and 1974, while that for women 
was falling. When the peak of unemployment was 
reached in both countries, the rate for young women 
remained significantly below that of young men. The 
figures for these two countries also suggest that when 
over-all unemployment drops, as it did in Finland 
after 1978 and in the United States after 1975, the 
fall is greater and more rapid among young men 
than among young women. Sweden presents a 
somewhat different case since there were no sharp 
rises in the general unemployment rate during the 
period studied against which the response of male 
and female youth unemployment could be assessed. 
The level of unemployment among young women 
was and remained above that of young men, 
although the gap between the two was closed when 
the unemployment rate for young men rose more 
than that for young women during the moderate 
upturn of unemployment in 1978. 


While no firm conclusions can be drawn from the 
limited set of data presented here, they nevertheless 
reveal a number of interesting patterns of differential 
behaviour of male and female youth unemployment 
that would seem to merit further investigation. 


The charts unfortunately throw little light on struc- 
tural changes in youth unemployment. This is partly 
due to the distorting effect of the large fluctuations in 
unemployment, especially in the second half of the 
decade. In Sweden, where no large unemployment 
fluctuations occurred, there is no clear indication of 
a structural trend in youth unemployment. In 
Finland and the United States it is seen that after a 
period of recession the difference between the 
unemployment rate of young men and the general 
rate tended to return to about the same level as 
before. In contrast, the differential unemployment 
level of young women seems to have remained at a 
higher level than it held before the recession began, 
but whether this is the result of a delayed recovery 
from high unemployment or represents a structural 
deterioration in women’s unemployment is not clear 
from these data. 


However, a comparison for both countries of 
unemployment rates in the 1960s with the more 
recent trend, points to a relative worsening of the 


employment conditions of young women and also to 
some extent for young men. Data on the difference 
between the unemployment rates of young workers 
and males in the central ages, for various periods in 
the 1960s and 1970s are indicative in this respect: 


Average difference 4 
between unemployment rate 


Average for males 35-44 years and: 
unemployment 
: rate for males Men Women 
Country Period 35—44 years 20-24 years 20-24 years 
Finland . 1963-1966 1.6 1.3 SUh7/ 
1967-1969 3.4 2.5 —1.3 
1970-1975 1.8 1.4 1.0 
1976-1980 4.0 6.8 4.0 
United States. . 1960-1963 39 5.5 эм 
1964—1967 2.3 3.6 5.0 
1970-1974 2.6 6.2 6.4 
1975-1979 3.6 TB ths) 


а Minus sign indicates a higher rate for males 35—44 years. 


Comparisons for Finland of the differences for 
periods when average unemployment levels of males 
in the central ages were roughly similar, such as 
1963-1966 and 1970-1975 and again 1967-1969 and 
1976-1980, show an obvious deterioration in the 
relative position of young women and some deterio- 
ration for young men in the second half of the 1970s. 
Some evidence of a decline of the relative position of 
younger women also exists in the United States 
between 1960-1963 and 1975-1979 and also between 
1964-1967 and 1970-1974. In the case of young men, 
similar tendencies to those for young women exist, 
although the relative worsening of unemployment 
for the former seems to have been more pronounced 
in the early 1970s. 


As regards unemployment of women in the central 
ages, the most striking feature is the divergence of 
patterns between countries. In Finland the 
unemployment rate of women in the central age 
group was, except for one year, below that of men in 
the same age bracket. In addition, the difference 
between the two rates appeared to increase when 
male unemployment rose, thus implying a counter- 
cyclical movement of unemployment of women and 
an improvement of their relative position during 
recession. In contrast in the United States the female 
unemployment rate in this age group was substan- 
tially higher than that of males, but the difference 
between the two rates remained virtually the same 
throughout the decade, indicating that female 
unemployment moved up and down with male 
unemployment in the central ages by a constant 
fraction. In Sweden, female unemployment in the 
central ages was also higher than that for males, but 
the difference was relatively small and fluctuated 
between rather narrow limits. 


The existence of a countercyclical effect with 
regard to unemployment in the older ages seems to 
manifest itself also to a certain extent in Finland, 
especially at the beginning of the 1975 to 1978 
recession, and in the United States. The implication 
that unemployment in the older ages might not be as 
much affected by a rise in over-all unemployment, 
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TABLE 1.1.18 


Distribution of unemployed by age and sex: 
selected countries and years since 1970 
ao De SS ee ee eee ee 


Males 


Females 


Under 25 25-34 35-44 45—54 over Under 25 25-34 35-44 45-54 over 
Finland 
19702. 34 19 17 18 12 100 49 20 13 12 6 100 
1974 . 36 20 40 19 11 100 38 18 17 19 8 100 
1978 . 38 27 15 14 6 100 40 24 13 14 9 100 
1979. 34 28 15 16 7 100 36 25 13 15 11 100 
1980 . 33 25 15 18 9 100 35 25 13 15 12 100 
Germany, Fed. Rep. of 
HOWE о oo 240) 25 22 16 17 100 27 25 20 18 10 100 
1974 . Dap) 25 22 16 15 100 29 28 17 15 11 100 
Mri & & 5 PAS 22 21 17 20 100 27 28 17 15 13 100 
ооо edi 24 19 17 19 100 26 28 17 15 14 100 
Sweden 
1970... 1 16 9 16 28 100 39 22 14 11 14 100 
1974 . 33 20 10 12 25 100 41 DA 12 12 14 100 
1978 . 39 25 12 10 14 100 41 24 13 и 11 100 
1979 . 39 25 11 9 16 100 41 23 14 9 13 100 
1980 . 40 23 12 10 15 100 43 25 14 9 9 100 
United States 
1970 . 48 18 11 11 12 100 48 18 14 12 8 100 
1974 . 52 20 10 9 9 100 50 20 12 11 "i 100 
1978 . 50 22 10 9 9 100 48 24 13 9 6 100 
1979 . 50 22 11 9 8 100 48 24 13 9 6 100 
а 1971 in the case of Finland. 
however, cannot be clearly established on the basis than half, of total unemployment. However, 


of these data. Especially in the case of Finland, the 
later years in the decade suggest a relative deterio- 
ration, initially for women and subsequently for 
men, in these ages in comparison’. with 
unemployment of males in the central age group. In 
the case of Sweden no clear pattern of change of 
unemployment in these ages can be discerned. 


Unemployment rates by age reflect only one 
dimension of the problem, namely that of the 
incidence of joblessness in the working population of 
given ages. Of at least equal importance, in terms of 
the economic and social impact of unemployment 
and policy measures in response to it, is the distri- 
bution of the unemployed among the different age 
groups. Table 1.1.18 presents such data for some 
countries for selected years since 1970. 


Because of the limited number of countries repre- 
sented, the results must be seen mostly as illustrative 
of different situations and conditions. It is obvious 
that in most countries unemployment amongst the 
young represents a disproportionate share of the 
total. In only one country, the Federal Republic of 
Germany, is the share of this group—here defined as 
persons under 25 years of age—relatively low, 
although it is still over 20 per cent for males and over 
25 per cent for females. In the three other countries 
young persons constitute a larger proportion of the 
unemployed than does any other age group; in the 
United States the unemployed at these ages 
amounted in some years to half, or slightly more 


somewhat contrary to what might be expected, there 
is no evidence in the selected countries, except in the 
case of young men in Sweden, that the share of 
unemployment concentrated in this group is rising 
over time. In fact, the opposite trend is seen for 
women in Finland where the proportion of 
unemployed who are under 25 years of age has been 
falling. 


Diverse patterns can be observed for persons 55 
years of age and over, the other group most suscep- 
tible to higher unemployment. In Finland and the 
Federal Republic of Germany there is a clear rising 
trend for women in the proportions of unemployed 
in this age group, while for men the percentages in 
the older age groups appear to have decreased in the 
first part of the 1970s and then started to climb again. 
In the other two countries, the relative importance of 
older unemployed within the total has shown a 
tendency to decrease, very significantly so for males 
in Sweden. 


The generally stable or declining proportions of 
unemployed who are in the younger and older age 
groups imply the existence of important increases in 
the central age groups. Such changes appear particu- 
larly among both men and women between 25 and 
34 years. The percentage of unemployed in this age 
group has been increasing (except among males in 
the Federal Republic of Germany), and in all 
countries currently amounts to between one fifth and 
one fourth, or even somewhat more, of the 
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unemployed. In contrast, for the 35 to 44 and 45 to 
54 year age groups no such clear trend is discernible. 


Evidence from other sources lends greater 
credence to some of the findings presented above, 
which, because of the small number of countries 
studied, are not in themselves sufficiently represen- 
tative to permit the formulation of general conclu- 
sions. The greater sensitivity of youth unemployment 
to a downturn in economic conditions, as well as the 
more rapid decline of, at least, male youth 
unemployment once employment starts to recover, 
has been documented up to 1977 also in the United 
Kingdom.* Partial statistics for other countries” 
seem to confirm some of the features of the age 
patterns of unemployment described above. Data for 
Belgium, Canada, Denmark and France also suggest 
the rapid rise of youth unemployment in the early 
phases of recession. However, since in these countries 
over-all unemployment did not improve much after 
the recession, the decline of youth unemployment, 
observed in the three countries for which more 
detailed data were available, is not evident. Youth 
unemployment rates or the share of the young 
unemployed in the total, therefore, showed a 
tendency to rise even after the onset of the 
recession. 3° There is also some evidence that patterns 
in the Netherlands differed from those in Finland, 
Sweden and the United States, since in the former 
country youth unemployment continued to rise in 
the latter half of the 1970s. 


On the other hand, mcst countries for which 
additional information is available also experienced 
a shift in the age distribution of the unemployed 
resulting in higher shares for the 25 to 34 or 25 to 39 
year age group. For instance, in Belgium the 
percentage of persons 25-39 years old among the 
total unemployed increased from 17 to 31 per cent 
between 1970 and 1978. (In the same period the 
share of youth unemployment went up from 17 to 22 
per cent.) A similar relative increase in the 25 to 34 
year age group was found in Denmark between 1970 
and 1978 (based on July unemployment data). In the 
case of France, unemployed in the 25 to 39 year age 
group represented less than 20 per cent of the total in 
1970, but nearly 29 per cent in 1980. (In this country 
the share of the young unemployed in the total rose 
also by some 10 per cent.) 


Whereas the, admittedly limited, data appear to 
point to certain significant age patterns of 
unemployment and changes in them during the past 
decade, there are reasons, in addition to the scarcity 
of statistical information, for interpreting the findings 
with caution. As noted earlier, a number of variables 
are likely to influence the incidence’ of 
unemployment in the various age groups and 
changes in them. Apart from other factors, a large 


зр. Makeham, “The anatomy of youth unemployment” in 
Employment Gazette, March 1980, pp. 234-236. 

4 These data were not comparable, mostly because of the age 
classifications used, with those of the four selected countries and, 
therefore, were not included in the table. 

- 35 In some of these countries, Belgium and France especially, 
the rapid decline in the percentage of older unemployed workers, 
who in 1970 still accounted for a large share of the total, has 
obviously affected the proportional shares in the total of other age 
groups. 


inflow of young persons into the working ages is 
known to substantially affect unemployment in these 
ages. This seems to have been the case, for instance, 
in the Netherlands. The trend toward increasing 
participation of women in the labour force seems to 
have persisted despite deterioration of their relative 
unemployment position in most countries in the 
1970s, and this may account, at least in part, for the 
rising share of the unemployed in the 25 to 34 year 
age group (for example, in Belgium). On the other 
hand, a high incidence of unemployment may have 
discouraged other groups of workers enough to 
induce them to leave the labour force or not to 
register as unemployed. The levelling off of high 
youth unemployment rates in recent years in some 
countries may point to such an effect. Another 
manifestation of this tendency may have been the 
countercyclical movement in unemployment 
amongst the older working population in Finland, 
which coincided with substantial declines of the 
labour force in these ages. The countercyclical 
behaviour of unemployment of women in the central 
ages in Finland may also be in part due to workers 
withdrawing from the labour force as unemployment 
increased. Despite many uncertainties, the 
conclusion seems to be justified that age patterns of 
unemployment and their changes are sufficiently 
important to warrant their further investigation, with 
a view to promoting the formulation and implemen- 
tation of appropriate policies for dealing with the 
problems they present. 


(c) The cost of unemployment 


Unemployment has been rising throughout most of 
the 1970s but it is only at the levels reached in the 
past year that there has been a noticeable increase in 
the pressure on governments to give the reduction of 
unemployment priority over the reduction of 
inflation. This increased pressure for a shift in 
priorities is not only due to the greater number of the 
unemployed but also to changes in its composition 
(see previous section) and its duration. The cost of 
unemployment is of course the loss of national 
output, which in many countries is now соп- 
siderable, ** but the way this cost is borne by different 
sectors has important implications for welfare and 
for policy. Two aspects are of particular concern at 
the present time. 


The first concerns the hardship suffered by those 
who have lost their jobs: it has been argued that the 
level of unemployment benefits in relation to the 
previous income of the unemployed is now so high as 
to provide a major disincentive to work, but this 
claim is rejected by others and the empirical basis for 
such arguments remains controversial. The second 
aspect concerns the impact of unemployment on net 
government expenditure at a time when the 
reduction of public financial deficits has been 
allocated an important role in the wider macro- 
economic strategies to reduce inflation. This section 


3° For example the loss of output in the United Kingdom in 
1980 due to 1.8 million unemployed has been estimated at about 
4 per cent of GDP. Manpower Services Commission, Review of 
Services for the Unemployed, London, March 1981. 
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attempts to throw some light on these issues by 
providing estimates of the cost of unemployment to 
the individual and of its impact on government 
revenues and expenditure. 


The cost of unemployment to the individual is 
defined here as the difference between his previous 
disposable income and the total of all benefits and 
allowances received on becoming unemployed: the 
ratio of such benefits to previous income is widely 
known as the “replacement ratio”. The cost to the 
government sector is taken to be the sum of the 
benefit paid to the unemployed and the loss of 
revenue from direct and indirect taxes and social 
security contributions—multiplier effects on revenue 
due to lower personal and corporate incomes in the 
rest of the economy are ignored in this exercise. *’ 
However, there are considerable difficulties in 
estimating these costs: benefits are increasingly 
related to previous earnings in many countries and 
the impact of unemployment on government revenue 
depends not only on the previous income of the 
unemployed but also on his marital status, family 
size, duration of employment, and so on. In these 
circumstances the least complicated and most 
common approach has been to compute the cost for 
a “typical worker” who is usually defined, a priori, as 
a male production worker in manufacturing industry, 
married to a non-working wife with two children. * 
The main reason for the widespread use of this 
definition is the ready availability of tax schedules 
for this family group, but it is subject to a number of 
drawbacks: first it introduces a bias into the estimates 
since the income and family status of the “typical” 
employed worker are not the same as the average 
unemployed person*’ and secondly it does not take 


37 Unemployment may entail other private and social costs 
which could also effect public expenditure. A study of the United 
States concluded “that changing labour-market opportunities are 
sufficient to explain increasing crime rates for youth” (cf. Llad 
Phillips and Harald L. Votey, jr., “Crime, Youth and the Labour 
Market”, Journal of Political Economy, 1972, рр. 491-504). It has 
also been claimed that unemployment may lead to a greater 
incidence of physical and mental ill health, but this is a much 
more controversial issue with doubt cast over the direction of 
causality (cf. Sue Ramsden and Clive Smee, “The health of 
unemployed men: DHSS cohort study”, Department of 
Employment, Employment Gazette, London, September 1981, pp. 
397-401). 


** For example see: OECD, Unemployment Compensation and 
Related Employment Policy Measures, Paris, 1979; S. Mukherhee, 
Unemployment Costs, PEP vol. XLII, Broadsheet No. 561, London, 
1976; K. Holden and D. Peel, “The Benefit/Income Ratio for 
Unemployed Workers in the United Kingdom”, Jnternational 
Labour Review, vol. 118, No. 5, Geneva 1979. The cost has 
sometimes been compiled for broader occupational categories 
such as average male manual workers or for workers with different 
characteristics, such as single-males or married-males without 
children. However, the definition quoted above is the one most 
frequently used and is the one denoted by the term “typical 
worker” throughout the rest of this section. 


33 For example, in 1980 the “typical worker”, as defined above, 
accounted for 15 per cent of total unemployment in Finland and 
10 per cent in the United Kingdom. Moreover, changes in the 
structure of the labour force in recent years have made this 
definition increasingly untypical in a statistical sense: in the United 
Kingdom the “typical worker” accounted for only 5 per cent of 
the total labour force in 1979 (cf. General Household Survey 1979, 
HMSO: 1981). In the Netherlands, the “typical worker”, defined 
as a married male employee with two children under 16 years of 
age, also accounted for about 5 per cent of all employees. See G. 
Joosten, “Ontwikkeling van de reéle lonen in de periode 1972- 
1979”, Economisch Statistische Berichten, 4 March 1981, No. 3295, 
р 


into account the high levels of youth and female 
unemployment, which have been the fastest growing 
components of both the contemporary labour force 
and of unemployment. 


A more accurate estimate of the costs of 
unemployment would therefore be based on a 
weighted average of the occupational, marital and 
sex categories of the unemployed. However, this 
alternative approach—which hereafter is referred to 
as the “average unemployed” method—requires 
considerably more data and detailed analysis than 
the “typical worker” approach. Thus while estimates 
on the latter basis were possible for 14 countries, the 
alternative estimates were made only for Finland 
and the United Kingdom, mainly because these were 
two countries where the basic data were readily 
available. Although the estimates based on the 
“average unemployed” method for these two 
countries are probably more accurate than those 
based on the “typical worker” method, they are still 
subject to a number of qualifications: because of data 
limitations it had to be assumed that the duration of 
unemployment was one year, which is not the case 
for the majority of unemployed, even if duration is 
increasing; the calculation of revenues foregone and 
of earnings-related benefits could only be based on 
grouped data; the ratio of indirect tax to disposable 
income was based оп national averages and the 
reduction in purchasing power was assumed to be 
proportionate to the reduction in _ disposable 
income,*® which can underestimate the loss in 
government revenue since the former worker’s 
consumption pattern is likely to change after he loses 
his job, especially if he is unemployed for long spells; 
unemployment is assumed to occur exclusively in the 
private sector to simplify estimation of costs incurred 
by the government; and the available data did not 
permit an analysis of specific age groups. 


The cost of unemployment to the unemployed 


In all the countries considered here unemployment 
benefits are adjusted for inflation, albeit in some 
cases at intervals of one year, and thus the real value 
of benefits has been more or less maintained over 
time. However, at all levels of earnings the benefits 
are lower than the previous take-home pay of the 
unemployed. This loss of purchasing power due to 
unemployment is the economic cost of unem- 
ployment to the unemployed per se. The replacement 
rate (RR), or unemployment benefits as a proportion 
of the previous disposable income of the 
unemployed, and its inverse (i.e. 1-В В) which shows 
the loss of purchasing power, was estimated for 13 
west European countries and the United States for 
the 1972-1980 period. The first part of table 1.1.19 
shows the replacement rate for 14 countries 
estimated on the basis of the “typical worker” 
assumption and it is clear that the rate varies signifi- 
cantly among countries. Thus in 1980 a “typical 
worker” becoming unemployed lost only about 5 per 
cent of his last disposable income in Denmark and 
France and 10 per cent in the Netherlands (1979), 


“That is, the ratio of indirect taxes to net unemployment 
benefit is assumed to be the same as their ratio to the 
unemployed’s previous disposable income. 
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TABLE 1.1.19 
Rate of disposable income replacement 
(Per cent) 

Se ee 
0. NF 1972 1974 1976 1977 1978 1979 1980 
A. Unemployed “typical worker” 

Austria DS pee aes ‚ 30:5 50.0 49.7 50.3 50.9 52.7 51.6 

Belgiury cms И 63-7 64.8 65.8 66.2 66.7 66.0 66.4 

Denmark и ese tes . 82.5 88.2 89.7 88.9 90.1 92.8 95.0 

Е Ре и 57.9 В 56.7 54.5 48.2 45.4 

RrAnce Sees, He Ree BAF 89.0 90.6 91.2 91.6 92.2 93.8 

Germany, Federal Republic of . 70.0 70.4 73.3 72.0 71.5 71.1 69.0 

Ireland . se ae ee “ os 83.1 84.1 81.5 81.7 81.7. 

а Bee ee oc) te 436 41.4 43.6 45.1 46.4 47.7 46.7 

ЕАО Meme ne 85:0 87.9 89.0 89.8 88.3 88.5 me 

Norway а? tie) 4630 64.3 64.5 62.7 62.8 62.8 64.2 

Sweden's. 2%. SAG , 1060 67.2 81.5 79.8 80.5 81.5 80.3 

Swizétand 09 712) 21h Vee. T KS 80.8 79.4 79.9 80.1 79.4 79.9 

United Kingdom! . nF ee a 62.4 64.3 64.0 58.9 49.9 48.2 

UnittedaStates! gare. (st 658.9 60.1 59.9 59.4 60.7 60.8 61.4 
B. “Average unemployed” 

inland eg pee tense сов ne 76.1% 76.0 74.9 69.3 60.0 56.0 

United Kingdom! . . ... . 5: 51.5% 52.5 53.2 SHG 44.2 42.1 


Sources: For unemployed “typical worker”: Bundesanstalt fir Arbeit, Employment Policy in Germany-Challenges and Concepts for the 1980s, 
Nimberg, 1980; Commission of the European Communities, Comparative Tables of the Social Security Systems in the Member States of the European 
Communities, various issues, Luxembourg; М. Culus and М. H. Konings, “Evolution des effectifs et des revenus des ch6meurs complets indemnisés 
de 1953 4 1976”, Cahiers Economiques de Bruxelles, No. 81, 1° trimestre, Bruxelles, 1977; ILO, Social Security for the Unemployed, Geneva, 1976; 
A. Mittelstadt, “Unemployment Benefits and Related Payments in Seven Major Countries”, OECD Economic Outlook, Occasional Studies, July 1975, 
Paris; R. Neuhaus, Social Security, How it Works in the Federal Republic of Germany, Brunswick, 1979; OECD, Revenue Statistics of OECD Member 
countries, various issues, Paris; OECD, The Tax/ Benefit Position of a Typical Worker, various issues, Paris; OECD, The Treatment of Family Units 
in OECD Member Countries under Tax and Transfer Systems, Paris, 1977; OECD, Unemployed Compensation and Related Employment Policy 
Measures, General Report and Country Studies: Canada, France, Germany, Sweden, United Kingdom, United States, Paris, 1979; UN Yearbook of 
National Accounts Statistics, 1979, vol. 1, New York, 1980. 

For “average unemployed”: Finland: Communications with the Ministry of Labour of Finland; Sosiaali-ja terveysministerié, Sosiaalisia 
Erikoistutkimuksia, Sosiaalimenot vuonna, vatious issues, Helsinki; Tulojen uudelleenjako Suomessa vuonna, 1976, Helsinki, 1979; Tilastokeskus, 
Kansantalouden tilinpito 1975-1980, Helsinki, 1981; биотеп tilastollinen vuosikirja, various issues, Helsinki; TuloJa varallisuustilasto, various issues, 
Helsinki; Tyévoimaministerid, Jyévoimakatsaus, various issues, Helsinki. United Kingdom: Communications with the Department of Health and 
Social Security; Central Statistical Office Anniial Abstract of Statistics, various issues, HMSO, London; Economic Trends, various issues, HMSO, 
London, Social Trends, various issues, HMSO, London; Department of Employment, Employment Gazette, various issues, HMSO, London; Depart- 
ment of Health and Social Security, Social Security Statistics, various issues, HMSO, London. 

а Rate of disposable income replacement = unemployment benefits (including all benefits and allowances for the unemployed) as a percentage 
of former disposable income of the unemployed. All benefits are net of tax and are estimated for a period of unemployment of one year. 

Ь Ratio of unemployment benefits to former gross earnings in 1975 kept constant for the period. 

с According to an unpublished document prepared by the Ministry of Labour, the maximurn daily cash benefit (excluding all other benefits) 
paid to the unemployed was 78 per cent of the average daily pay, including all supplements, between 1977 and 1981. However, as the data by 
occupation were not available the ceiling rate for gross benefits (90 per cent of former earnings) was used in the “typical worker” calculation of this 
study. In Denmark benefits are taxable. 

4 Benefits exclude allowances for rent, clothing and transportation. 

е When redundaiicy is due to economic reasons, i.e. cessation of the enterprise or reduction in staff. If the unemployment was due to other 
reasons the replacement ratio for France would be 60.2 in 1972 and 66.7 in 1980, and for Italy 17.7 in 1972 and 18.9 in 1980. 

Ff Disposabie income includes private pension contributions. 

g Unemployment benefits exclude travel and removal allowances, contributions to sickness, family and pension schemes. 

h The tatio of unemployment benefits to gross earnings was increased in 1975 (maximum 11/12 of former gross earnings) and family supple- 
ments ceaséd. Benefits from 1975 onwards are taxable. 

i Benefits exclude allowances for schoo! meals, free milk and rent rebates. 

Jj Benefits exclude dependants’ supplements as they vary significantly among states. 

k 1975. 


while in Austria, the United Kingdom, Finland and United Kingdom, based on _ the “average 
Italy his purchasing power fell by about one half. unemployed” method, show a similar sharp deterio- 

Th iwesitient tate Was also°chansed over tiie ration although levels are considerably different. For 
in AAW of ее During the 1970s ив example, see Ae ie и : hee Ut 
markedly in Denmark, France, Sweden (after fe 75) НИ ИО. и that ИННА 
les sharply in Hay, and deteriorated sgnifcanly in of unemployment according о the former estimate i 
countries, the rate was more or less constant over the cee а В а ЕО The nights 
ре о НЕ т т But bok aie ih Е value for the “typical worker” estimate in Finland is 
Pa yn Ure ae ae ee because benefits are not earnings related, and the 
а. average unemployed’s previous шсоте is some 25 


In the lower part of the table the alternative pcr cent lower than that of the “typical worker”. In 
estimates for the replacement rate in Finland and the the United Kingdom a part of the benefits are 
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earnings related and the gross earnings of the 
“average unemployed” were 16 per cent lower than 
those of the “typical worker” in 1980. 


Between 1975 and 1980 the cost of being 
unemployed (1-RR) increased more sharply in 
Finland than in the United Kingdom, although in 
each year the replacement ratio was higher in 
Finland than in the United Kingdom. For example, 
in 1975 an “average unemployed” person was losing 
almost half his purchasing power in the United 
Kingdom and one quarter in Finland. Despite a 
sharper fall in the ratio in Finland, the cost of being 
unemployed in 1980 was still some 30 per cent higher 
in the United Kingdom. 


The estimates in the first part of table 1.1.19 show 
that in more than half the countries a “typical 
worker” in the 1970s lost between 30 and 60 per cent 
of his purchasing power on becoming unemployed. 
Despite their sensitivity to different methods of 
calculation, these estimates nevertheless indicate the 
high cost of losing one’s job. Moreover it should be 
recalled that not all the unemployed are eligible for 
unemployment benefits. For example, in the United 
Kingdom the number entitled to benefits (excluding 
those receiving only supplementary allowances) fell 
from around 50 per cent of total registered 
unemployed in 1975-1976 to 35 per cent in 1978/ 
79.*' In 1980 in France’? and Finland,*’ those 
entitled to benefits were around 60 and 70 per cent 
respectively of the total registered unemployed. 
Furthermore, ‘not all of the unemployed are 
registered. In 1979 and 1980 in the United Kingdom, 
official estimates show that unregistered 
unemployment exceeded 300,000 persons, 75 per 
cent of whom were women, many of whom were 
looking for part-time work. “* In the Federal Republic 
of Germany, in 1979, there were 876,000 persons 
registered as unemployed and a further 533,000 who 
were unemployed but unregistered, the latter being 
referred to as the “hidden reserve”. *° For those who 
are registered as unemployed but not entitled to 
benefits and for the unregistered unemployed, the 
cost of unemployment is equivalent to .their entire, 
previous net earnings. Thus the average replacement 
ratios for all unemployed persons are actually lower 
than those given in table 1.1.19, the size of the, 
difference in each country depending on the entitle- 
ment ratio and the share of total unemployment 
which is unregistered. It has been argued that the 
improvement of unemployment benefits over the 
past 25 years or so has tended to raise levels of 
unemployment for a given level of economic activity: 
those previously outside the labour force are encou- 
raged to register as unemployed in order to qualify 
for benefits and the length of unemployment is 


“'Department of Employment, Employment Gazette, HMSO; 
London, various issues. Entitlement rates would be around 80 per 
cent for both periods if those receiving only the supplementary 
allowances were also taken into. account. 


ge Coneel Economique et Social, Journal Officiel, 5 septembre 


* Communication with the Ministry of Labour. 

“Department of Employment, Employment Gazette, HMSO; 
London, August 1981. 

“ Bundesanstalt fir Arbeit, Employment Policy in Germany— 
Challenges and Concepts for the 1980s, Niimberg, 1980. 


increased as a result of the rise in the reservation 
wage. The data presented here cannot, of course, 
throw any light on the question of whether or not the 
“full-employment rate of unemployment” has been 
increased by the long-run improvements in benefits. 
But the fact that for the majority of countries 
considered the replacement ratio has either remained 
unchanged or has fallen since 1972 suggests that 
unemployment benefits have had little to do with the 
increase in unemployment since 1974. 


The cost of unemployment to the government 


The direct costs of unemployment to the general 
government sector consist not only of the benefits 
paid to the unemployed but also of the fall in 
revenue due to the taxes and social security contribu- 
tions previously paid by the unemployed. The 
estimates given here refer only to the direct impact of 
an unemployed worker on government revenue: they 
do not take into account the additional fall in 
government revenue due to the multiplier effects of 
the initial fall in private disposable income. In the 
estimates in tables 1.1.20. and 1.1.21, income tax 
includes both central and local government taxes on 
income, and only tax reliefs which apply to all 
workers’are taken into account. Indirect taxes include 
all taxes other than import duties levied on the sale, 
leasing or production of goods or services; thus they 
include multi-stage cumulative taxes, value-added 
and sales taxes. The loss of indirect tax revenue is the 
difference between the taxes paid by the employed 
and by the unemployed worker in the same income 
group; due to data limitations, the share of total 
indirect taxes in national disposable income had to 
be applied to ail categories of worker. The reduction 
in purchasing power due to unemployment is 
assumed to be proportionate to the reduction in 
disposable income. This assumption may underes- 
timate the loss to the government as the former 
worker’s consumption, pattern is likely to change 
after he loses his job: the share of food consumption 
in total consumption increases while that of luxury 
goods and consumer durables, for which tax per unit 
value of production is higher, falls. However, even 
on the assumption that the indirect taxes paid by the 
unemployed were zero, the effect on the estimates in 
table 1.1.20 is negligible. 


The composition of the estimated total cost to 
government of an unemployed person entitled to 
benefits is shown in table 1.1.20 for 1980. In the 
upper part of the table, where the estimates are 
based on the “typical worker”, the revenue loss is 40 
per cent or more of total cost in 9 out of the 14 
countries. In Austria, Switzerland, Norway and: the 
United Kingdom the revenue loss is almost as large 
as the benefit expenditure, and in Belgium, Finland 
and Italy, the revenue loss is actually larger than the 
expenditure on benefits. 


Comparing the results of the two methods of 
estimation for Finland and the United Kingdom, the 
share of lost revenue in total cost according to the 
“average unemployed” assumption is 24 per cent 
higher than the “typical worker” estimate in Finland 
and 9 per cent lower in the United Kingdom. 
However, these differences do not affect the over-all 
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TABLE 1.1.20 


Composition of total estimated cost of unemployment to government? for an unemployed 
person entitled to benefits, 1980 
ee Se ee ee 


Income tax 


Total revenue 


Social security loss Unemployment 
contributions 6 Indirect tax (4) = (1)+ benefit 
(3) (2)+(3) (5) 


(1) 


—_— рр р рр я р ьконнтннннн оо 


A. Unemployed “typical worker” 
Austria eo, as 


8.7 36.1 4.5 49.3 50.7 
Belgium . 8.8 41.5 2.1 52.4 47.6 
Denmark 2.4 6.0 = 8.4 91.6 
Finland . 33.8 12.8 572 51.8 48.2 
Вгапсес В: —4 36.1 0.4 36.5 63.5 
Germany, Federal 

Republic of . 10.2 32.1 1.6 43.9 56.1 
Ireland 14.1 14.4 0.9 29.4 70.6 
Italy< . 9.7 48.1 2.7 60.5 39.5 
Netherlands 4.2 36.9 0.3 41.4 58.6 
Norway . 18.9 24.6 3.6 47.1 52.9 
Sweden . 2.0 31.1 1.3 34.4 65.6 
Switzerland . ь 27.0 21.9 0.7 49.6 50.4 
United Kingdom . 22.6 24.5 1.8 48.9 51.1 
United States . 11.64 17.3 1.0 29.9 70.1 

В. “Average unemployed” 
Finland 27>"; 25.9 11.9 4.1 41.9 58.1 
United Kingdom . 24.9 26.2 2.3 53.4 46.6 


Sources: As for table 1.1.19. 


2Total cost in the sum of revenues forgone plus the 
excluded. 


Ь Total of employer’s and employee’s contributions. 


expeuditure on unemployment benefit. Administrative costs are 


с Estimates refer to unemployment due to “economic ге asons”, i.e. cessation of enterprises or reductions in staff. 


4 Excluding local income taxes. 


TABLE 1.1.21 


Composition of total estimated cost of unemployment to government? for 
an “average unemployed” in Finland and the United Kingdom, 1975-1980 


Total revenue 


Social security loss Unemployment 
Income tax contributions > Indirect tax (4)=(1)+ benefit 
() (3) (2)+(3) (5) 
Finland 
1975. 25.3 13.2 1.4 39.9 60.1 
1976. HESS 13.6 1.4 38.9 61.1 
1977. 23.7 13.4 1.7 38.8 61.2 
1978 . 24.1 12.6 23 39.0 61.0 
19792 24.3 12.5 3.6 40.4 59.6 
1980. 25.9 11.9 4.1 41.9 58.1 
United Kingdom 
1975 . 24.9 19.4 1.8 46.1 53.9 
1976. 26.3 19.5 1.7 47.5 22.5 
1977. 24.0 18.8 1.5 44.3 55:7 
1978 . 23.9 22.0 1.8 47.7 52.3 
1979 . 24.9 24.4 2.2 51.5 48.5 
1980 . 24.9 26.2 2.3 53.4 46.6 


—_—_ии_—АЭ„ЭА„А»ЗЗ СА’ А / С —„—„З„/ АА/ААА 


Source: As for table 1.1.19. 


picture, namely, that a major share of the total cost 
of unemployment to governments is due to the loss 
of revenue. 

Changes in the composition of the costs of 
unemployment to governments and of the total cost 
per unemployed in constant prices were estimated 


Footnotes: As for table 1.1.20. 


for Finland and the United Kingdom with the 
“average unemployed” method. This was not done 
for all countries using the “typical worker” method 
as the composition of the unemployed influences the 
average total cost per unemployed and thus changes 
based on this approach would not necessarily 
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indicate changes in total cost due to changes in total 
unemployment. 


The last two columns of table 1.1.21 indicate that 
the composition of the total cost per “average 
unemployed” has been fairly stable in Finland with 
around 60 per cent due to transfer payments and the 
rest to lost revenues. In the United Kingdom on the 
other hand, the share of revenues foregone in total 
cost has increased steadily, from 46 per cent in 1975 
to 53 per cent in 1980. This change in the cost 
structure in the United Kingdom, which accelerated 
from 1979, may be due, at least in part, to a rising 
proportion of better paid workers in total 
unemployment. 


The following text table shows the trend in the 
total cost of unemployment incurred by the 
government per “average unemployed”. In both 
countries total cost per head declined by 8 per cent 
between 1975 and 1980. However, while in Finland it 
declined rather steadily, in the United Kingdom the 
decline was sharper from 1979: 


Total cost of unemployment to government? for an “average 
unemployed” entitled to benefits, in 1975 constant prices, in 
Finland and the United Kingdom, 1975-1980 


(1975 = 100) 

1975 1976 1977 1978 1979 1980 
Finland. 100.0» 101.9 99.2 980 943 921 
United Kingdom 100.05 104.0 99.9 99.5 937 919 


Sources: As for table 1.1.19 
а See table 1.1.20, note а. 
6 Total estimated cost is MK 18,576 for Finland and £2,056 for the United Kingdom. 


How do these costs of an unemployed worker 
compare with the gain that would accrue to net 
government revenue on his being re-employed? In 
the following table the income gained by the 
government sector when an unemployed “typical 
worker” goes back to work is expressed as a 
percentage of the “typical worker’s” former gross 
earnings: 


Total cost of unemployment to government of an unemployed 
worker entitled to benefits as a percentage of the unemployed 
worker’s former gross earnings, 1980 


A. Unemployed “typical worker” 
Be Ce Е 


Austria : Italy> . d 106.4 
Belgium . 126.0 Netherlands . 119.1 
Denmark . 70.0 Norway 94.6 
Finland 73.1 Sweden 90.2 
France? . 141.8 Switzerland . 104.3 
Germany, Fed. United Kingdom 81.5 
Rep. of 97.8 United States . 71.2 
Ireland 97.2 
B. “Average unemployed” 
Finland a) ae 1 79.4 United Kingdom 76.2 


Sources: As for table 1.1.19 
а See table 1.1.20, note a. 


+ For unemployment due to “economic reasons”, i.e. cessation of the enterprise or 
reduction in staff. If the unemployment was due to other reasons in France and Italy, 
total cost as a percentage of former gross earnings would be 118.3 and 82.9 respectively. 


In Belgium, France, Italy, the Netherlands and 
Switzerland, through increased income from taxes 


and social security contributions and reduced expen- 
diture on benefits, governments gain sums greater 
than the former gross earnings of the unemployed 
“typical worker” when he obtains a job. Hence, in 
these countries, if the unemployed “typical workers” 
were given jobs in the public sector at their previous 
level of earnings, the impact on the government 
deficit would be less than if they had remained 
unemployed and receiving benefit. This calculation 
refers only to wage costs and therefore assumes that 
the complementary costs of creating jobs are lower 
than the size of the financial gain to the government. 
In none of the countries would governments incur 
additional wage costs if the unemployed “typical 
worker” were employed at not less than 70 per cent 
of his former gross earnings. For the majority of the 
countries this zero-additiona! cost level of earnings is 
not below four fifths of the former gross earnings of 
a “typical worker”. These conclusions do not change 
to any great extent if the “average unemployed” 
method is used instead of the “typical worker” 
approach for Finland and the United Kingdom, as 
the revenues foregone in the nominator change in 
the same direction, more or less proportionately, with 
the gross earnings in the denominator. 


Changes in the estimated cost of unemployment to 
governments and its components are shown in chart 
1.1.4 for Finland and the United Kingdom. This 
confirms the results of the previous table and of table 
1.1.21, namely, that the real cost per head has 
declined in both countries, in Finland due both to 
lower benefits and to a decline in the amount of lost 
revenue and in the United Kingdom to lower 
transfer payments. In other words, the earnings level 
at which the “average unemployed” could be 
employed without generating additional pay-roll 
expenditure by the government declined in both 
countries. According to these estimates, the level of 
gross earnings in 1980 required to re-employ the 
unemployed with zero additional pay-roll expen- 
diture is around 75 per cent of previous gross 
earnings of the “average unemployed” in the United 
Kingdom and 80 per cent in Finland. In other words, 
if the “average unemployed” were to be employed in 
the public sector at these levels of earnings, the wage 
costs incurred would not exceed the cost of keeping 
them on unemployment benefit. These estimates, 
even though they exclude the non-wage expenditure 
required for creating jobs, are significant from the 
employment policy point of view. “5 


In fact several west European governments have 
introduced extensive unemployment relief measures 
to maintain or create jobs rather than keeping the 
unemployed on benefits. *’ 


* п the United Kingdom, in the financial year of 1978/79, the 
average real net cost of providing or retaining each job was only 
£260 Е with the gross cost of £1,490. (The 13th Report 
from the Expenditure Committee, 1977-1978 Session—People and 
Work, Vol. 1, Commons Paper 647-1.) 


“ An outstanding labour market relief policy is to be found in 
Sweden. In 1979, total unemployment was 93,000 people. 
However, there were 50,000 people employed in relief work and 
another 50,000 people in re-training courses. This implies that, in 
the absence of these measures, the unemployment rate in Sweden 
would be 4.6 per cent instead of the actual 2.2 per cent. (Minis 


ot ones Affairs, The Swedish Budget 1980/81, т 
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CHART 1.1.4 


Total cost to government per “average unemployed” 
| уе” person 
in Finland and the United Kingdom, 1975 to 1980 
(Per cent of former gross earnings) 


Finland 


United Kingdom 


{7 
70 Tovalleost вяз ““eegennee 
ia. Se 
60 
50 < к. 
мл ee 

40 Unemployment benefit F Revenues foregone «$ 
a ee = ome 

Revenues foregone Unemployment benefit 30 
= 20 
ge 10 
~ 0 

1975 1976 1977 1978 1979 1980 1975 1976 1977 1978 1979 1980 


Source: As for table 1.1.19. 


Cost of total unemployment to government 


All the discussion so far has been in terms of the 
cost per unemployed person. The total loss of 
government revenue has been estimated by applying 
the ratio between revenue foregone and benefits paid 
for an individual (based on the last two columns of 
table 1.1.20) to the total expenditure on 
unemployment benefit. The sum of estimated 
revenue loss and expenditure on benefits is then the 
estimated direct cost of total unemployment. To 
place these estimates in a perspective where their 
relative orders. of magnitude can be easily 
appreciated, total cost is expressed in the following 
table as a proportion of the total current expenditure 
of general governments: 


The cost of unemployment is thus a major burden 
on general government finances in most of the 
countries here, although inter-country differences are 
large. However, the qualifications to these estimates 
should be recalled. A tendency for the “typical 
worker” method of calculation to overestimate the 
cost of unemployment is suggested by the alternative 
estimates for Finland and the United Kingdom. On 
the other hand, the exclusion from both sets of 
estimates of the revenue loss due to the unregistered 
unemployed will tend to underestimate the total cost. 


Cost of total unemployment to government, as a percentage of total 
current expenditure by the general government sector in 1980 


Belgium ; 10.4 Germany, Fed. Rep. of 1.8 
Denmark... . 6:3; Ireland #4", wares del 
Finland?(A). . . 5:45) атс НОЕ 50:4 
(B) capes 4.5 Netherlands. . . . 5.3 
ETancey. 9.4 oan aes 5.3. United Kingdom? (А) 7.5 
(B) 5.5 


Sources: As for table 1.1.19, plus Commission of the European Communities, 
European Economy, July 1981, Brussels, 1981; Eurostat, Social Protection, 2-1981, 
Luxembourg, 1981; International Monetary Fund, International Financial Statistics, 
Washington, September 1981; Valtiovarainministerién Kansantalousosasto, Taloudel- 
linen Katsaus, 1981, Helsinki, 1981. 

а(А) Cost of total unemployment on the basis of the “typicai worker” method. 

(B) Cost of total unemployment on the basis of the “average unemployed” method. 


To obtain some indication of the possible order of 
magnitude of this latter bias a further calculation was 
made for Finland and the United Kingdom in which 
it was assumed that an unregistered unemployed 
person produced the same loss in government 
revenue as а registered unemployed. Оп this 
assumption the (B) estimates of relative total cost 
would be raised to 5.6 per cent in Finland and 6.3 
per cent in the United Kingdom. This last 
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adjustment brings the estimate based оп the 
“average unemployed” method back towards the 
original “typical worker” estimate, particularly in 
Finland. Thus, because of these opposing biases the 
“typical worker” method of calculating total 
unemployment costs, although a priori an unsatis- 
factory method, may not always produce 
exaggerated estimates in comparison with the 
“average unemployed” approach which is concep- 
tually superior. 


(iv) Costs and Prices 


After an acceleration beginning in the second 


quarter of 1980, the rise in average nominal hourly. 


earnings in west European manufacturing industry 
levelled out in the first quarter of 1981 and then 
decelerated. The average rise in 1980 was almost 12 
per cent compared with 9.5 per cent in 1979 (table 
1.1.22). In 1981 the year-on-year increase was 11.6 
per cent in the first quarter, fell to 10.7 per cent in the 
second and, in the countries for which data are 
available, decelerated further in the third quarter. 
Inter-country differences were large not only in the 
rates of growth of earnings (ranging in the second 
quarter of 1981 from 2.0 per cent in the Netherlands 
to just under 25 per cent in Italy) but also in the 
quarterly changes: there was a sharp deceleration in 
Austria, Ireland and the Netherlands in the first 
quarter; and in the Federal Republic of Germany, 
Sweden and, to a lesser extent, in the United 
Kingdom in the second quarter and in Norway in the 
third. In contrast, earnings accelerated sharply in 
Austria in the second quarter and in the Netherlands 
in the third quarter. Except in Belgium, Denmark, 
France, and Switzerland, where there was a levelling 
out over the year, quarterly growth rates tended to 
fluctuate fairly sharply. However, on the basis of 
data for the first three quarters, annual ‘growth rates 
of nominal earnings in 1981 were lower than in 1980 
in all countries except Belgium and Italy. In North 
America a deceleration in the growth of earnings 
started in the third quarter following the deceler- 
lation of output growth at the turn of the year. 


The growth of real earnings in west European 
manufacturing industry, which had _ recovered 
slightly during the second half of 1980 after a 
slowdown in the _ preceding four quarters, 
deteriorated further in 1981, particularly from the 
second quarter, despite a levelling off in the rate of 
growth of consumer prices. This deterioration in real 
wages is far from surprising at a time when produc- 
tivity and output growth have been falling. The 
year-on-year rate of change was zero in the first 
quarter and —0.5 per cent and —0.9 per cent in the 
second and third quarters respectively; this decline 
follows an average annual rate of increase of 1.5 per 
cent in 1979 and 0.3 per cent in 1980 (table 1.1.23). 


Real earnings fell in most countries of western 
Europe and North America; in Belgium, Finland and 
France, they were still rising, although the rates of 
increase were falling quite sharply, while in Italy 
they accelerated quite sharply through the first three 
quarters. The slower growth of nominal earnings was 


the main reason for the fall in real earnings; in 
Switzerland, however, the main factor was the 
acceleration in the consumer price index. 


In spite of the fall in earnings, growth unit labour 
costs continued to rise quite strongly in 1981, 
although at a somewhat lower rate than in 1980. In 
western Europe, where the available data refer only 
to the total economy, they increased on average by 
around 10 per cent compared with 10.5 per cent in 
1980 and 7 per cent in 1979. 


Unit labour costs? for the whole economy 
(Percentage change over previous year) 


1979 1980 19816 
Абано реет 7 4.4 8 
Belgium: 2 i). See © ео 6.2 95 
Denmark: в. о. лю 278 8.2 9 
Finland лек ок: 65 11.1 12 
Francés eae erase ee ee oA 13.6 13.5 
Germany, Federal Republic of . 3.1 5.9 4.5 
Ireland . oe ae rag ore Ee 20.2¢ 15.5¢ 
На goss oes Ee cs eee О 18.4 22 
Netherlands "ее... 59 5.9 4.5 
Norway, бал, Ане гу = 7.9 9.5 
Swedént... Rly ieee КА. ЕН 10.1 7 
Switzerland. 545 ee об 2.7 7 
United Kingdom 14.7 22.3 1] 
Canada ey. se. ил Ame ee №84 11.9 9 
UnitediStatess ae pact See 8,9. 9:5 8.5 


Source: National statistics. 

а Compensation of employees per unit of real GDP or GNP. 

6 Preliminary figures and secretariat estimates rounded to the nearest 0.5 percentage 
point. 

с Refers to non-agricultural wages. 


There are large inter-country differences in the rate 
of increase, ranging from 4.5 per cent in the Federal 
Republic of Germany and the Netherlands to 22 per 
cent in Italy. Unit labour costs accelerated sharply in 
Austria and Switzerland and less so in Belgium, 
Denmark, Italy and Norway; elsewhere the rate of 
increase tended to be less than in 1980. In those 
countries where there was a sharp acceleration in 
unit labour costs, this was mainly due to decelerating 
or falling productivity growth, rather than an acceler- 
ation in nominal wages, except in Denmark, where 
productivity is estimated to have slightly improved in 
1981, mainly because of the sharp decrease in 
employment. Elsewhere the deceleration in the 
growth of unit labour costs was mainly due to the 
slower growth in the compensation of employees 
resulting from lower employment and lower rates of 
increase in nominal wage rates; in Ireland and North 
America the deceleration was also partly due to the 
stronger output growth. 


The sharpest falls in unit costs were in Sweden and 
the United Kingdom with respective growth rates of 
7 and 11 per cent in 1981 compared with 10 and 22 
per cent in 1980: these were due to a sharp fall in 
employment growth in Sweden, a large decline in 
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TABLE 1.1.22 


Annual and quarterly changes in average hourly earnings in manufacturing industry 
(Percentage change over corresponding period of previous year) 
eee 


1980 1981 
Country 1979 1980 01 02 03 04 Ql Q2 Q3 04 
ЕЕ В РЕ ОЕ Ри 
Austria ¢ Hoo eR и. > 5.8 7.9 7.4 7.3 6.2 10.1 5.0 8.4 6.5 4.9 
Вам. Fy) Byes: |: 6:5 8.8 13 8.5 9.5 9.3 10.1 9.7 9.0 10.6 
Denmark¢ ste Coens come. 11.4 72 13.0 12.1 11.4 8.6 8.9 8.6 9.1 10.1 
inland 3 S453) seh 116 12.6 9.4 13.0 12.6 16.1 14.5 13.0 a 
rance? и са. >> 13.0 tone 13.9 14.8 15.6 15.2 14.8 13.7 13.2 14.8 
Germany, Fed. Rep. ое . . 5.5 6.2 4.5 6.5 7.0 7.0 7.0 3.9 5.0 5.8 
ireland/a о 154 21.1 23.4 24.1 15.8 21.5 16.2 ТУ 19.0 = 
ау: Си BES 19.0 22.5 22.4, 23.2 22.5 21.9 23.1 24.9 24.1 22.7 
Netheriands!= 2) (77 2° 4.4 4.5 4.7 57 4.1 4.1 2.0 2.0 3.8 3.9 
Моруау м. te. et И 28 93 2.2 4.4 16.3 14.8 13.8 12.0 7.4 7.8 
MSWECEN Sees cos. 95 10.3 5.3 10.8 12.1 12.8! 15.1 9.4 8.2 6.8! 
Switzerland’ и. 2.7 552 5.3 4.8 5.1 5.6 4.9 52 Sal 5.0 
United Kingdom*. . . . . 15.6 17.8 17.2 17.8 21.4 15.0 15.4 11.5 12.6 13.4 
Canadaree wel. volar 8.8 10.1 вт 9.4 10.0 11.2 a3 12.6 11.8 12.4 
Winited=States! "se" . = 8.6 8.5 7.4 8.0 9.0 10.4 10.8 11.0 9.9 7.9 
Sources: National Statistics, and OECD, Мат Economic Indicators, Paris. е Quarterly data, referring to January, April, July and October. 
а Monthly earnings of wage-earners in total industry. f Quarterly data, referring to March, June, September and December. 
5 Industry. Adult male workers. 8 Wage rates. 
¢ Including mining and quarrying. # Males only. 


4 Wage rates. Quarterly data, referring to the beginning of January, April, July and =‘ Excludes possible retroactive supplements. 
October respectively. Annual figures are obtained by averaging the five observations j Data refer to workers who had accidents during the relevant period. 
from January of one year to January of the following year. k Weekly earnings (all employees), Great Britain. 


TABLE 1.1.23 


Changes in real hourly earnings in manufacturing industry 
(Percentage change over corresponding period of previous year) 


1980 1981 
Country 1979 1980 Ql 02 03 04 Ql 02 03 04 

Алая pilewee G РО. 2.0 1.4 2.0 0.8 —0.7 3.3 —1.9 1.5 —0.1 —1.9 
ВО, to soe 1.9 2.0 0.9 2.0 2.8 1.8 2.7 ppp) 0.8 2:5 
LSS ey о ЗА eae Oe 1.6 —1.0 —0.3 —1.6 —0.1 —1.9 —1.8 —3.2 —2.3 —1.8 
LEAL sels i и. Re A ae 3.8 0.9 0.1 1.6 0.4 2.3 1.2 0.3 1.3 ae 
Ln GSC) pa a na ie ae 2.0 1.3 0.5 1.0 1.8 1.4 2.0 0.8 0.4 0.6 
Germany, Fed. Rep. of . . 1-8) 0.7 —0.9 0.6 1.5 1.6 1.3 —1.6 —1.0 —1.7 
о а me ии 1.9 oy 6.8 3.2 —2.5 2.8 —4.0 0.5 —0.9 ыы 
Italy Zap Won С: <. Эл Le 1.5 1.9 0.6 0.3 Diy 3.6 4.1 3.6 
Netherlands’ ....°. . 0.2 -1.9 —1.0 —1.2 —2.8 —2.4 —4.4 —4.2 —2.6 —3.1 
О 19 —1.4 —5.4 —5.2 Shi 1.4 —0.7 —1.8 —5.5 —4.0 
SWeden Ce ПО 4. 21 —3.0 —6.6 —2.2 —1.2 —1.7! 2.0 —3.3 —4.0 —2.8! 
Switzerland). . ..... -09 12 1.0 0.9 1.3 1.4 —0.9 —0.8 —2.0 —1.9 
United Kingdom*. .... 1.9 —0.2 —1.6 —3.0 4.3 —0.3 2.4 —0.2 1.2 1.3 
G@anad ae парни isle’ sen =0.3 = 0.3 —0.2 —0.5 0.1 —0.8 - —0.8 0.1 
реа... 124 —4.4 —6.0 —5.7 —3.5 —2.0 --0.4 1.1 —0.9 —1.6 


= АА,Э:: А: —А,А:,—:—:— 


Sources and footnotes: As for table 1.1.22. ' Ve 
Notes: The change in real earnings is the change in money earnings deflated by the corresponding change in the consumer price index. 


employment, particularly in manufacturing, in the In western Europe consumer price inflation in 1981 
United Kingdom, and to a slower growth of nominal was the same as in 1980, the average year-on-year 
wage rates. rate of increase remaining at 11.4 per cent. There was 
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TABLE 1.1.24 


Annual and quarterly changes in consumer prices, 1979-1981 
(Percentage change over corresponding period of preceding year) 


Country 1979 1980 1981 
Ausirid и Sagem | 37 6.4 6.8 
Belgium oy а о 6.6 7.6 
Denmark, 295 = с ge: © св 96 12.3 11.7 
Finland) 2..." =) с eee 7 11.6 12.0 
Francee > ae >, ОА СЕ мые 108 13.6 13.1 
Germany, Fed. Rep.of. . .... 4.1 5.5 5.9 
Ireland ¢ Ce oe Во [3:2 18.2 20.4 
У, co ug: По we 14.8 21.2 19.5 
iNethenlands п cee cen te 6.5 6.7 
Norway> о Fae: Peo 8 10.9 13.6 
Swedena S04, a) 4s, oe ee: 97.2 13.7 12.1 
Switzerlandi...evue Gate pow. G30 4.0 6.5 
United Kingdom 13.4 18.0 11.9 
West European 
average (unweighted) . . . .. . 78 11.4 11.4 
Canada Pai) 288. ne. Эт 10.1 12.5 
United States 11.3 13.5 10.4 


1980 


13.3 13.9 11.5 10.7 10.9 1722) 
9.3 11.2 122 13.5 1351 12.7 11.8 10.5 
13.3 137 13.6 13.6 12.6 12.8 13.6 14.1 
55) 38) 5.4 5:3 5.6 5.6 6.1 6.5 
15.5 20.2 18.8 18.2 21.0 iit 20.1 23.3 
20.6 20.9 21.8 215 20.1 20.6 1922 18.4 
5.8 6.5 Tal 6.7 6.7 6.5 6.6 1h 
8.0 10.1 12.1 13.2 14.6 14.1 13.7 12.3 
13.2 13.3 13:5 14.7 12.8 13.1 2.1 O19 
4.3 3.9 3.8 4.1 5.8 6.0 4p 7) 7.0 
19.1 21.5 16.4 15:3 12:7 тн Li 11.9 
10.7 11.8 IDL) 11.6 IHES) IPRS) 11.4 11.4 
9.4 9.6 10.5 11.1 12.2 12.6 12 123 
14.3 14.5 12.9 12.6 DIEZ 9.8 10.9 9.6 


Sources: National statistics; OECD, Main Economic Indicators, Paris, OECD Press 
Release of 10 February 1982. 


some deceleration in the first half of 1981 but this did 
not continue in the rest of the year because of 
increases in public utility and energy prices; there 
were also increases in value added taxes and higher 
rents and mortgage charges in some countries during 
the third and fourth quarters. However, thanks to the 
general stability of retail prices for food and oil 
products, consumer price inflation did not accelerate 
to any great extent in the last quarters and hence the 
annual rate levelled out. However, this general 
levelling out in the average rate of inflation for 
western Europe as a whole is the net result of the rate 
accelerating in some countries and decelerating in 
others (table 1.1.24). The strong acceleration in the 
consumer price index, which started in 1980, 
continued in Switzerland and Ireland, and in the 
latter the rate in the last quarter compares with the 
previous peak rate of 1974. The deterioration of 
inflation in Switzerland was due to the weakening of 
the Swiss franc against the US dollar (depreciation of 
the Deutschmark against the dollar was also partly 
responsible for the continuing acceleration of prices 
in the Federal Republic of Germany) high food 

rices and unfavourable developments ш the 

ousing sector. 


In contrast, annual inflation rates fell in Denmark, 
France, Italy, Sweden and sharply in the United 
Kingdom, while in the other west European 
countries their rate of acceleration was less than in 
1980. However, the quarterly figures show a more 
uneven picture. In France the rate fell only in the 
first quarter and then accelerated again: the average 
rate of increase in the second half of the year was 
higher than in the same period of 1980. The acceler- 
ation in France in the second quarter was mainly due 
to the liberalization of price controls on services and 


а February, May, August, and November, and averages thereof. 


thereafter to increases in the prices of energy and 
transportation. (In Denmark the acceleration in the 
first half of the year was largely due to the 
progressive effects of the abolition of price controls.) 
In Finland the slowdown in the inflation rate was 
partly due to reduced cost pressures, such as the 
abolition or reduction of some employers’ social 
security contributions, together with voluntary price 
restraint. 


The strongest deceleration in 1981 was in the 
United Kingdom where the rate of inflation was the 
lowest since 1974 (except for 1978), mainly because 
of the highly deflationary stance of policy; there was 
a slight acceleration in the last quarter, mainly due to 
an increase in the cost of mortgages and rising coal 
prices. There was also a sharp fall in the inflation rate 
in Sweden mainly because of lower indirect taxes 
and food prices, and stronger price controls. 


In North America the inflation trends were also 
different. In Canada the acceleration which started in 
mid-1980 continued until the fourth quarter of 1981, 
bringing the annual rate to 12.5 per cent which is 
higher than the peak rates of 1974 and 1975. In the 
United States the decelerating trend of the second 
half of 1980 continued throughout 1981 except for an 
acceleration in the third quarter due to the rapid 
increase in the cost of medical care and of food. The 
average rate of inflation in 1981 (10.4 per cent) was 
a ie lower than in 1980 and was also less than 
in : 


In western Europe in 1981 inflation rates 
accelerated in countries where the rate had been well 
below the European average in 1980 (except 
Ireland), while there was a sharp deceleration in 
countries where inflation had been well above 


Recent economic developments in western Europe and North America 39 


— A ОВОС Cevetopments In western Europe and North America 8D 
TABLE 1.1.25 


Components of the change in “total” prices in 1981 
А EE ee ОВ 


Change in total prices 4 (per cent) 
of which due to: 


Gross 


Compensation operating Import US dollar¢ 
of employees — surplus Indirect prices in exchange 
taxes [е55 US dollars rate 
а Е Он Е eee 
Austria ; 6.7 3.1 — 05° — —3.0 6.1 
Finland. 11.6 5.6 2.8 3 =08) 22 
France . ет 13.1 6.3 — 40 — —1.3 4.1 
Germany, Fed. Rep. of . 5.4 2.0 0.5 0.3 —2.4 5.0 
Netherlands . tee 10.0 1.5 1.8 0.4 =3.5 9.8 
Sweden. 10.3 4.5 3.2 1.2 —0.9 23 


Sources: Basic data as for appendix table; IMF, International Financial Statistics, Washington D.C. 
а The implicit price deflator of total final expenditure; percentage increase over 1980. 


5 The calculation is based оп 1980 weights in total final expenditure. The component contributions refer to the costs of each 
component per unit of total final expenditure at constant prices. 


¢ Based on year-on-year changes for the first three quarters. 


average in 1980. Thus, although they remain large, 
inter-country differences in the rate of inflation 
narrowed in 1981. ** 


Estimates of the various contributions to the 
change in “total” prices, as measured by the price 
deflator of total final expenditure in 1981, are shown 
in table 1.1.25 (for those few countries where the 
relevant data are available). Although the general 
trend of earnings growth in 1981 was fairly weak, 
changes in the compensation of employees still 
tended to provide the major component of the over- 
all price change, but not in the Federal Republic of 
Germany and the Netherlands where imports of 
goods and services, accounting for 24 per cent and 40 
per cent respectively of total final expenditure, 
accounted for most of the increase. The contribution 
of higher earnings varies a lot, from 15 per cent in 
the Netherlands to 48 per cent in Finland and 
France. In Austria and Finland the earnings contri- 
bution is considerably larger than in 1980, *° and also 
larger than the weight of earnings in total expen- 
diture. Compared with 1980, the relative contri- 
bution of earnings decreased only in the Netherlands 
where the only component with a larger.contribution 
in 1981 was profits. In contrast, in the Federal 
Republic of Germany, the deceleration in the 
implicit price deflator of total final expenditure was 
largely due to the slow growth in profits. 


There has been a significant contribution (albeit 
less than in 1980) to the rise in “total” prices from 
higher indirect taxes, which have been increased in 
many countries as part of wider programmes to 
reduce public sector deficits. This factor is likely to 
have been particularly important in a number of 
countries not АН in table 1.1.25, Belgium and 
Ireland, for example. 


One of the reasons for the general slowdown of 
inflation in 1981 was that the prices of oil and non-oil 


“The coefficient of variation (standard deviation as а 
percentage of the mean) of the quarterly rates of inflation for the 
13 Pes Fuopean countries shown in table 1.1.24 has fallen from 
52 per cent in the second quarter of 1980 to 44 per cent in the last 
quarter of 1981. 

4% See Economic Survey of Europe in 1980, table 1.2.5. 


commodities, which had risen sharply in 1980, 
weakened in both nominal and real terms due to 
slow economic activity, de-stocking in response to 
high interest rates, and, in some cases, to improved 
supplies. °° The rate of increase in the export prices of 
manufactured goods also slowed down, but less than 
in the case of commodity prices. Thus, inflationary 
pressures from international goods markets were 
sharply reduced and in all west European countries, 
except Italy, import prices in US dollars fell in 1981. 
However, this favourable effect was offset by the rise 
in the dollar exchange rate against most European 
currencies in the first half of 1981. The last two 
columns of table 1.1.25 show the broad orders of 
magnitude of these two opposing influences. In 
Austria and the Federal Republic of Germany, 
despite the falling dollar price of imports, import 
prices in national currency contributed nearly a half 
of the rise in “total” prices, and proportionately 
more than in 1980. In the Netherlands, in 1981, the 
contribution was nearly two thirds. In Austria, the 
Federal Republic of Germany and the Netherlands 
the contribution of exchange rate changes was almost 
as large as the change in total prices and much larger 
than the sum of all domestic components. In the 
other countries of table 1.1.25, the relative contri- 
bution of import prices in 1981 was still significant 
(between 14 and 21 per cent), but tended to be less 
than in 1980, notably in Finland (where the.share of 
imports of goods and services in total expenditure 
fell by almost one fifth) and in Sweden. 


In the last year west European governments have 
been acutely aware of the way in which progress 
achieved in reducing inflation and the prospects for 
a recovery in output growth can be jeopardized by a 
sudden depreciation of their foreign exchange rates. 
In some cases this appears to have led to a greater 
readiness, if only implicit, to relax short-term money 
supply targets in favour of attempts to achieve more 
stable exchange rates. The relative importance of 
changes in import prices and exchange rates on 
domestic inflation rates and output growth are 


5° See section 1.1 (ii) above on foreign trade and balance of 
payments. } 


40 Western Europe 
Oo А tlt Ба EOE ee 


discussed in a more analytical framework in the 
following section. 


(v) Cost and demand pressures on prices 
and output in the 1970s 


In the 1970s there were two major accelerations in 
the rate of consumer price inflation—the one 
following the oil and commodity price shock of 
1973-1975 and the second after the oil price shock of 
1979-1980. In both periods, price movements were 
highly synchronized among the west European 
countries although the period between the two 
shocks showed great variation in country experience. 
The pattern of manufacturing output changes during 
the period is also similar in many respects, with a 
very sharp and highly synchronized recession and 
recovery in 1973-1975 and a strong though less 
synchronized downturn in 1979-1980. The period 
between the two shocks also shows a large variance 
in the inter-country pattern of output change. 


The purpose of this section is to examine these 
pare and output movements in the context of a 
road analytical framework based on _ recently 
published work. °' The framework is eclectic in that it 
incorporates elements of both the monetarist and 
neo-Keynesian accounts of the causes of inflation. 


The conceptual frame of reference is a small, open 
economy where planned changes in price and output 
are related to a number of cost and demand factors. 
To simplify the discussion, the point of departure can 
be taken as an economy where all wages and prices 
are initially increasing at the same rate. If there is a 
sudden surge in demand, cost per unit of output 
would be increased as the economy presses closer to 
the limits of capacity. In these circumstances, it 
would be expected that a rapid increase in demand 
would result in a relatively greater price increase and 
a’relatively smaller output increase than would be 
the case if the economy were growing at a steady 
rate. The closer is demand to the limits of capacity, 
the more likely it is that most of the impact of a 
change in demand will result in higher prices rather 
than increased output. 


The evolution of demand plays an important role 
in price and output determination. Demand shocks 
may occur for a variety of reasons: for example, there 
might be a sudden increase in public sector expen- 
diture, or export volumes may boom. In both cases, 
there is a stimulus to new orders which should induce 
a faster rate of growth of output. 


However, the cost structure need not stay the same. 
If the prices of imported materials used in domestic 
production rise faster than selling prices or if wages 
are increasing faster than prices, there will be an 
upward pressure on costs. Thus, if wages increase 
faster than prices generally, costs will be increasing 


*' Michael Bruno, “Import Prices and Stagflation in the Indus- 
trial Countries: A Cross-Section Analysis”, The Economic Journal, 
September 1980, pp. 479-492; and Import Prices and Stagflation in 
the Industrial Countries: Preliminary Analysis, Discussion Paper 
No. 788, The Maurice Falk Institute for Economic Research in 
Israel, June 1979. The analysis given here draws on (and 
simplifies) the discussion in the second reference, which should be 
consulted for a detailed discussion of the assumptions employed. 


faster than selling prices and this will induce a subse- 
quent rise in prices (as enterprises attempt to 
maintain profit margins) and a fall in output growth. 
(The extent to which a rise in demand is divided 
between changes in prices and changes in real output 
will largely depend on the amount of spare capacity 
prevailing.) The labour market is linked to costs and 
prices by the assumption that wage demands are 
related to unemployment levels and to wage earners 
expectations regarding consumer price changes. * 
Wages tend to rise relatively faster the lower is the 
level of unemployment and the higher are expecta- 
tions of price changes. 


In this account of price and output determination, 
three general demand factors аге separately 
identified: (a) a fiscal measure, the percentage change 
in the ratio of the general government deficit to 
GDP; (b) a monetary variable, represented by the 
change in the “real” stock of money (ie. the 
difference between the change in money stock and 
the change in prices); and (c) the change in export 
volumes. The fiscal and monetary variables are 
considered to be determined by domestic policy 
whereas export volumes are assumed to be interna- 
tionally determined. 


Price behaviour is examined by relating annual 
changes in the consumer price index to changes in 
import prices, the exchange rate and the nominal 
money supply, and to the level of unemployment. * 
Assuming that the responses of manufacturing 
output and consumer prices to these factors are 
reasonably uniform among a group of industrial 
countries, estimates of over-all price and output 
responses to economic forces may be estimated. 


Changes in consumer prices and output 


The approach described above was used to analyse 
changes in consumer prices and in manufacturing 
output for a group of 13 west European countries in 
the 1970s.°** One modification to this approach was 
the introduction of a measure of the relative intensity 
of economic activity, namely, the ratio of manufac- 
turing output in a given year to its trend value. 
Otherwise the price determining forces are past 
changes in consumer prices, changes in import prices 


5? That is, the augmented Phillips curve is assumed. 


* More precisely, year-to-year movements in’ consumer prices 
are related to lagged changes in consumer prices, concurrent 
movements in import prices and the money stock, and the lagged 
level of unemployment. The lagged term for consumer prices may 
be interpreted as reflecting the pressure on prices through costs 
including wages. The money stock term could be alternatively 
interpreted as an exogenous policy variable (as stated above) or, 
from the point of view of the “rational expectations approach”, as 
indicating expected future price changes. The effect on inflation of 
import prices is subdivided into the change in international prices 
in dollar terms and movements in a given country’s exchange rate. 
Thus, a distinction can be drawn between the inflationary 
experience of depreciating-currency versus appreciating-currency 
countries. The unemployment level is taken as an indicator of 
demand pressures. 


a Austria, Belgium, Denmark, Finland, France, Federal 
Republic of Germany, Ireland, Italy, the Netherlands, Norway, 
Sweden, Switzerland and the United Kingdom, that is, the 
standard group of the more industrialized west European 
countries treated throughout this chapter. A pooled cross-section 


time series analysis is applied and reported in the technical note 
at the end of this section. 
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(measured in dollars), changes in the exchange rate, 
and changes in the nominal stock of money. 


_ Past changes in consumer prices have an extremely 
important influence on current price changes: each 1 
per cent change in prices in the previous year leads 
to a mise of consumer prices in the current year of 
about 0.6 per cent. This relation may be interpreted 
as the result of the wage-cost-price cycle, where wage 
demands reflect recently experienced inflation. 
Increases in wages, in turn, drive up unit costs which 
then serve to increase prices still further. Thus, the 
effect of price changes in any one period tends to 
persist over time through the inter-relationships 
between the labour and product markets. Thus, for 
example, if for any reason there is a price shock 
which drives up the current inflation rate by 10 per 
cent, in the subsequent year, assuming no other 
changes, consumer prices would be increased by 
-roughly another 6 per cent above the inflation rate 
that would otherwise have prevailed. Since the effect 
in each subsequent year reflects inflation in the prior 
year, through the wage-cost-price link, the effect of a 
shock is felt with diminishing intensity for a number 
of years. 


Changes in the price of imported goods serve to 
raise consumer prices directly to the extent that 
imports enter the “basket” of final goods and 
services purchased by consumers; indirectly they 
affect final prices via their impact on the cost 
structure of the manufacturing sector. Increases in 
the price of imported goods may be viewed as being 
comprised of a change in their dollar price and of the 
exchange rate. The impact of a change in import 
prices may differ considerably from country to 
country. For the country whose currency is depre- 
ciating at the same time as international prices are 
rising, there is the double impact of increased dollar 
prices and the need to spend relatively greater sums 
of local currency per dollar of imports. By contrast, 
the appreciating country is relatively insulated from 
the rise in international prices. For the 13 countries 
studied here, each | per cent increase (decrease) in 
import prices raised (lowered) consumer prices by 
about 0.15 per cent, with exchange rate changes 
having a somewhat more powerful effect than 
changes in the dollar price of imports. *° 


The price effects of surges in demand pressure 
appear to be quite important. If demand rises faster 
than its trend rate, it seems reasonable to suppose 
that capacity is under greater pressure than when 
output growth is more or less in line with its past 
trend. For the sample of countries examined here it 
was found that when output increased relative to 
trend, price increases tended to be even more rapid. 
This result has to be viewed with prudence as the 
role of demand pressure, as measured here, should 
be different when output is below trend than when it 
is above. It may be supposed that production cuts 
rather than price moderation would be relatively 
more important for below average activity and vice 
versa for above average activity. Also, the potential 
differences among countries in their response to the 


$ Тыз difference between exchange rates and dollar-based 
import prices was also recorded in the studies by Bruno, cited 
above. 


same level of activity are not allowed for. In short, 
the measure used here is only a rough proxy for 
demand pressure and it should be viewed as 
providing no more than a broad order of magnitude 
of its past importance. 


Finally, changes in the money stock appear to play 
some role. Taking into account all the other demand 
and cost variables included, higher money growth 
rates per se are associated with somewhat higher 
inflation rates, though this factor is the least 
significant of those included. 5° 


The economic factors identified above as determi- 
nants of price movements shed substantial light on 
price developments in the 1970s, but they do not 
fully explain developments after the second oil price 
shock. In this latter period price rises were about 3 
per cent higher than would have been expected on 
the basis of the historical analysis described above. 
One possible explanation of this may be a faster 
adaptation to the second oil price shock than to the 
first. °’ Also when the approach used here is applied 
to individual countries, as a test of the robustness of 
the analysis, there are a number of cases where its 
ability to attribute price changes to the specified 
factors is rather limited. ** Thus the results presented 
here should be viewed as providing an approximate 
account of the relative importance of various factors 
in the inflation process and should be taken as an 
explanation of the experience of the European 
countries as a whole than of the historical experience 
of specific countries. 


Changes in manufacturing output are related to 
cost and demand factors. The cost factors selected 
here are changes in import prices and in hourly wage 
rates in manufacturing industry. These variables 
were converted to “real” terms, ie. the rate of 
inflation is subtracted from changes in each of the 
variables. When import prices or wages rise faster 
than the current rate of inflation, the unit variable 
costs of firms are driven up with an expected 
negative impact on output. The demand factors are 
changes in the money stock, changes in the share of 
the government deficit in gross domestic product and 
changes in export volumes. °° Increases in the money 
stock above the current inflation rate augment 
purchasing power and result in a subsequent rise in 


56 The current rate of change of prices is increased by about 0.07 
per cent for each increment of 1 per cent in money growth rates. 

‘7 The “adaptation” may be either in the private sphere or in a 
public policy response that encouraged a faster “pass-through” of 
prices after the second shock as compared with the first. A dummy 
variable was used to separate the periods before and after the first 
oil shock, but although the coefficient on the dummy was positive 
it was not significant. Alternatively, it may be argued that the 
period studied is not sufficiently long for the full effects of the 
second shock to have worked themselves out. Perhaps the same 
variables tested with two or three more years of data will provide 
a fuller explanation of the price movement. 

5 At least three fourths of price movements are explained for all 
countries except Norway, Sweden and the United Kingdom where 
about one half to three quarters of the price variations are 
explained. However, for the Netherlands the approach provided 
little explanation of price movements. ; 

53 The money stock term, calculated in real terms, and the 
change in the share of the government deficit in GDP are intro- 
duced with a one-year lag, whereas export volumes are introduced 
concurrently with output changes. 
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the demand for goods and services. A rise in 
government spending or a cut in taxes will increase 
the government deficit; when the share of the deficit 
in GDP rises, the government’s demand for goods 
and services is rising faster than over-all demand 
which should provide a (policy determined) impulse 
to future demand growth through successive rounds 
of increased incomes and of consumption. Export 
volume growth may be expected to directly affect 
manufacturing output, assuming a stable share of 
manufactures in total exports. 


The cost and demand factors were significant 
except for changes in the share of the government 
deficit in GDP which did not provide a significant 
contribution to the explanation of output change. 
The impact of changes in real import prices was by 
far the most significant of the cost measures 
examined, although the analysis showed that shifts in 
wage costs also played a certain гое.°° The most 
important demand variable was the change in export 
volumes, with real money stock changes also 
providing a significant contribution to output 
changes. °' 


The same reservations to the explanation of price 
changes apply also to the analysis of output changes, 
i.e. it provides a broad explanation of changes in 
output growth for western Europe but is less 
adequate in explaining historical developments in all 
of the individual countries. °? 


The price shocks of 1973-1975 and 1979-1981 


The above analysis may be used to broadly assess 
the relative importance of the various factors in the 
explanation of price and output changes in the 
aftermath of the two oil price shocks of 1973/74 and 
1979/80 in the 13 west European countries. The 
importance of any one factor depends on the impact 
of each percentage change in the factor on prices or 
output and also on the actual change in the deter- 
mining factor during the period being examined. 
Between 1973 and 1975 the average annual rise in 
consumer prices was about 13 per cent, with import 
prices in dollars rising 21 per cent, a dollar depreci- 
ation of around 1 per cent and money stock growth 
of 12 per cent. Economic activity, as measured by the 
ratio of actual to trend output, was above average at 
the start of the period. With the exception of the 
exchange rate, changes in all the determining factors 
tended to raise prices. Previous price increases 
accounted for more than half of the nse in consumer 


® Two measures were employed alternatively, real wages and 
real product wages. Real wage changes are measured as the 
difference between growth rates of wages and of consumer prices. 
Subtracting the growth rate of manufacturing productivity from 
real wages gives the “real product wage”. Changes in the real 
product wage appeared to be more significant than real wage 
changes: each | Pet cent change in real product wages was 
associated with a 0.06 per cent fall in output. 


‘'The elasticity of changes in manufacturing output with 
respect to real import prices and the real money stock term was 
about 0.14. Rises in export volumes of | per cent were associated 
with a 0.3 per cent rise in manufacturing output. 


‚ 62 Half or more of the variation in output could be explained for 
all countries except Denmark, Norway, France and the United 
Kingdom, where between 40 and 50 per cent of the variation was 
pay Little significant explanation was offered in the case of 

reland. 


prices in this period, changes in doliar-based import 
prices and the high starting level of activity each 
accounted for a further fifth of the increase. Changes 
in the money stock made a significant but small (less 
than 10 per cent) contribution to the rise in prices. 


In the 1979-1981 period, the average annual 
increase in prices was about 11 per cent with dollar- 
based import prices rising by 5 per cent, the dollar 
exchange rate by 11 per cent and money growth by 
7 per cent; relative activity was slightly below 
average at the beginning of the period. Again, the 
role of past price changes is dominant, accounting 
for 60 per cent of the rise in consumer prices; 
exchange rate changes accounted for over one fifth of 
the increase. A significant role was also played b 
increasing dollar import prices and by money whic 
together accounted for about 15 per cent. The major 
difference between the two periods is that the 
exchange rate component of import price changes. 
was a major force in the second period, whereas the 
rise in dollar import prices was of greater importance 
in 1973-1975. 


Looking at 1980 and 1981 separately, the 
contrasting development of the two components of 
import prices becomes much sharper. In 1980 
dollar-based import prices soared by 18 per cent 
while the exchange rate fell against the dollar by 
about | per cent. In 1981 dollar-based import prices 
fell by 8 per cent while the dollar exchange rate rose 
by 24 per cent.*? Thus, while changes in the local 
currency price of imports played the major role in 
affecting the rise in consumer prices in 1980-1981, 
the source of the rise was different in each year. 


The average annual fall in manufacturing output 
between 1973 and 1975 was about 2 per cent. Real 
import prices rose by 16 per cent, export volumes by 
about 1 per cent and real product wages by 1 рег 
cent. Real money balances edged up by about one 
half per cent in the period. Virtually the entire fall 
in output can be attributed to the effect of the sharp 
rise in real import prices, although the rise in real 
product wages also had a small but negative effect on 
output change, while the changes in export volume 
and real money balances had small positive effects. °° 
The sources of change are more distinct if 1974 and 
1975 are treated separately. In 1974, output actually 
rose slightly and then fell by over 6 per cent in 1975. 
This sudden decline was induced by the previous 
increase of over 26 per cent in real import prices in 
1974 combined with a 2.6 per cent fall in (1974) real 
money balances. A fall in 1975 of 6 per cent in export 
volumes also had an important negative influence on 
output as did the rise in real product wages, although 
to a lesser extent. Looking at 1975 in terms of the 
relative importance of each factor (which altogether 
accounted for 90 per cent of the fall in output), the 
rise in real import prices accounted for about five 
eighths of the decline, with a bit more than one 


°з Weighted average change for the 13 country group, based on 
the first three quarters of 1981. 


** The changes in real import prices, money and real product 
wages are measured with a one year lag. See the technical note for 
the measures employed. 


** Over three fourths of the 1973-1975 change are explained by 
all the factors together. 
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TABLE 1.1.26 
Summary of regression results, 1969 to 19804 


1. CHANGES IN CONSUMER PRICES 
a 


CPI_, M EX PM* D79-80 О/ТВЕМРО _, R? 
Equation IP . 0.594 0.074 0.187 0.129 3.029 21.095 0.792° 
(12:82) (2.34) (6.59) (7.13) (4.80) (5.45) 
Equation 2P . 0.628 0.068 0.144¢ 2.916 18.068 0.789 
(14.64) (2.15) (8.86) (4.61) (5.14) 


SSS SSD 


II. CHANGES IN MANUFACTURING OUTPUT 
—_——:2:.:.,kX о —дд—дд_——_—_————— 


РМ-СРГ_| M-CPI_, EVOLIND D74-75 RPWAGE_, ВР 
о а Tee ew бо 
Equation 1Q . —0.142 0.144 0.291 —2.280 —0.061 0.467? 

(—3.75) (2.61) (5.27) (—3.58) (—1.03) 
Equation 2Q . —0.138 0.141 0.292 —2.332 0.467 

(—3.66) (2.56) (5.28) (3.68) 


4 {-statistics are given in parentheses. Variables designated —1 are lagged one year. 
5 For the two principal equations, the Durbin-Watson test statistics are 2.21 for 1P and 1.76 for 10. 
с Here PM is used. 


fourth due to the fall in export volumes. The fall in 
real money balances was significant but accounted 
for less than 10 per cent of the fall in output. 


In contrast, the history of manufacturing output 
changes for 1979-1981 is much more varied as to the 
pattern and sources of change. In 1980, manufac- 
turing output fell marginally with widely differing 
rates among the 13 countries examined. It was not 
until 1981 that the decline became general with a 
weighted average fall of 2.7 per cent. The stage was 
set for a fall in 1981 manufacturing output when in 
1980 real import prices rose over 4 per cent and real 


On a priori grounds, a wage term was kept in the 
equation explaining output changes, although the 
level of significance was less than thie 5 per cent test 
level. Equation 1Q, which contains the real product 
wage, gives relatively more significant results than an 
alternative equation (not shown here) in which real 
wages were used. In equation 2Q the wage term is 
omitted and it can be seen that the remaining net 
regression coefficients are about the same as before. 


Variables and definitions used: 


money balances fell by more than 4 per cent. There Е pone ue ЗЫ 
was some offset to these forces by a 3 per cent gain Ex Е rate (local currency units per US 
in export volume. Real product wages were virtually ey 
unchanged. In very rough orders of magnitude, * PM Import Price Index for pa value of imports 
perhaps half of the drop in output can be attributed os не coy indices 
to the rise in import prices and the fall in real money Ave ae irk A Е ту: 
taken together, with other factors more than рае set mapotts.(= EM Py). 
offsetting the small rise in exports. 7 EVOLIND — Export Volume Index. 

RPWAGE _ Real Product Wage. 

W Hourly earnings in manufacturing. 

TECHNICAL NOTE M М1, the narrowly defined money stock, 


Table 1.1.26 shows a number of alternative 
regression equations tested for year-to-year changes 
in consumer prices and in manufacturing output for 
13 west European countries for 1969-1980 treated as 
a pooled time-series cross-section sample. The price 


measured as the average of year-end data 
reported in a given year and the prior 
year. 


(The eight variables above are all in terms of year- 
to-year percentage changes.) 


equation discussed in the text is 1P. For purposes of D79-80 A dummy variable taking the value I for 
comparison an alternative price equation 2P, in о 
which the exchange rate and dollar import price D74-75 A dummy variable taking the value 1 for 


terms are combined, is also shown. 


56 See the technical note. The over-all explanatory power of the 
measures developed is too low to be precise about the exact role 
played by each of the forces considered. 

$’ Taken alone, export growth would have raised output by a 
little more than one half per cent. 


1974/75 and 0 otherwise. 

Q/TRENDQ Manufacturing output relative to its trend 
value. A log-linear equation was fitted to 
the time series for output to obtain the 
trend values for output. 


The data were taken mainly from IMF, Jnterna- 
tional Financial Statistics, Washington DC, and 
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OECD, Main Economic Indicators, Paris, and refer to 
13 countries (Austria, Belgium, Denmark, Federal 
Republic of Germany, France, Finland, Ireland, 
Italy, the Netherlands, Norway, Sweden, Switzerland 
and the United Kingdom) for the period 1969 to 
1980 except in the case of the output equation where 
data for Sweden was for 1969 to 1979. 


(vi) Changing trends in productivity growth 


The slowdown in the growth of productivity, which 
has occurred in virtually all the industrial market 
economies of western Europe and North America 
since the early 1970s, has become a major concern of 
economists and policy makers. The issue is highly 
complex and explanations of the causes of the 
slowdown as well as proposals for reversing it remain 
controversial. The various factors which at one time 
or another have been suggested as the principal 
causes encompass virtually all aspects of the 
structure of modern societies. They range from the 
slow growth of capital per worker, low output 
growth, declining research and development 
activities, inflation, high energy prices, changes in the 
age-sex composition of the labour force, diversion of 
investment expenditure to pollution abatement (as 
one example of increasing government regulations) 
and energy conservation, depletion of the reserves of 
technologically path-breaking inventions, to simple 
qualitative statements such as “People don’t want to 
work any тоге”. °* It is thus not surprising that the 
diagnosis of and suggested remedies for the decline 
in productivity growth occupy an important position 
in the broader macro-economic controversies over 
the causes and cures of “stagflation”. 


The focus of the present note is on the change in 
productivity growth in manufacturing industry in 
western Europe and the United States before and 
after 1973. The year 1973 suggests itself as a 
watershed in post-war economic development, as it 
was the year of the last major cyclical boom and of 
the massive increase in energy prices. The concen- 
tration on manufacturing industry is partly due to 
data availability; but it can also be justified because 
there are several reasons why this sector still plays 
the role of an “engine of growth” in spite of its 
falling share of GDP in most modern market 
economies. °°А cross-country regression of the rate of 
output growth of the total economy on the growth 
rate of the manufacturing sector reveals a surprising 
stability of the relationship by which growth in the 
latter spills over into the economy as a whole. Taking 
average annual growth rates of output of the total 
economy (Отот) and of total manufacturing industry 
(Омес) for ten countries,” the relationship of the 
former to the latter is as follows: 


** The relative importance of some of these factors in the United 
States has been examined in E. F. Denison, Accounting for Slower 
Economic Growth. The United States in the 1970s, The Brookings 
Institution, Washington, D.C., 1979. 


$’ See, e.g. J. Cornwall, Modern capitalism, its growth and trans- 
formation, New York: 1977, pp. 122-136. 

” Ten countries: Austria, Belgium, Finland, France, the Federal 
Republic of Germany, Italy, the Netherlands, Sweden, United 


Period В: SEE DW 

1960-1968 Отот= 1.15 + 0.56 Ouro 0.58 0.673 2.56 
(1.19) (3.33) 

1968—1973 Отот= 1.28 + 0.57 Ouro 0.89 0.444 2.18 
(2.74) (7.95) 

1973-1979 Отот= 1.41 + 0.53 Ouro 0.93 0.255 2.84 


(12.48) (9.98) 


It can be seen that for all three periods the regression 
coefficient on manufacturing output growth is about 
0.55, while the intercept is about 1.3. This implies 
that, on average, output growth rates of the total 
economy higher than about 3 per cent can be 
achieved only if output in the manufacturing sector 
is increasing even faster. "' 


The rest of the note is divided into three sections; 
the first presents the statistical facts of changing 
output and productivity growth before and after 
1973 and tries to establish whether the fall in the 
growth of productivity after 1973 is statistically 
significant. The analysis in this section refers to the 
total economy and the non-manufacturing sector as 
well as manufacturing industry. The second section 
will discuss some possible causes of the lower 
productivity growth after 1973, with the main focus 
on the relationship between changing productivity 
and output growth in total manufacturing industry. 
The final section examines the productivity changes 
in 18 manufacturing branches in ten countries over 
the period 1968-1978. A major point of interest here 
is whether the findings of the time series analysis of 
section (b) can be substantiated by a cross-section 
analysis. 


(a) The decline in productivity growth after 1973 


The statistical facts 


Table 1.1.27 sets the average annual growth rates 
of output and productivity (defined as output per 
person employed) in total manufacturing industry 
for 1960-1973 and 1973-1979 against the growth 
rates for the non-manufacturing sector and for the 
economy as a whole. 


Two main features emerge from the data. First, the 
slowdown in productivity growth after 1973 is a 
pervasive phenomenon both across sectors and 
countries. Second, in all countries lower productivity 
growth was accompanied by lower rates of output 
growth. (This point is developed in section (b)). It 
can be seen that the decline in productivity growth in 
the manufacturing and non-manufacturing sectors is 


Kingdom and USA. The data for Austria and Sweden for the first 
period refer to 1963-1968, and for Sweden to 1973-1977 in the 
third period. Norway, the remaining country in the standard 
group of countries analysed below, was excluded because it 
deviated so much from the average in the third period. The figures 
in brackets below the regression coefficients are t-values. The 
coefficients on manufacturing output growth are significant at the 
5 per cent level for the first period and at 1 per cent in the 
following two periods. 


" These results are similar to those obtained by Cripps and 
Tarling for a somewhat different sample of 12 countries (eight of 
the above ten countries, excluding Finland and Sweden, plus 
Norway, Japan, Denmark and Canada) for the period 1950-1969. 
They estimated the following relationship: 


Отот = 1.295 + 0.603 Ono (R? = 0.899). 


See, К.Е. Cripps and В.Т. Tarling, Growth in Advanced 
Capitalist Economies, Cambridge University Press, 1973, p. 22. 
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TABLE 1.1.27 


Average annual growth rates of output (Q) and productivity (P) 
1960-1973 and 1973-1979 
——————————————— See EEE 


Total economy 


Total manufacturing industry 


Non-manufacturing sector Change in growth rates 


Country 1960-1973 — 1973-1919 1960-1973 1973-1979 — 1960-1973 — 1973-1979 Е а ее. 
Austria 
: pret Raw. > BE Gis x a 6.34 2.8 4.74 3.3 —1.9 —3.5 —1.2 
ое: :15 i 5.74 3.5 5.14 = т: By 
в 2.4 2.4 22 2.5 
OR Rhee = ts ba eT 2.4 6.7 №7 4.4 2.6 2.6 
4 ; ‘ : . —2. —5.0 —1.8 
Ри г: 642 2.3 6.2 9.2 3.3 И. — — = 
Siew г 1.9 1.0 De 
Onur. seine a aie os «47 2.4 6.7 2.6 4.0 2.4 —2.3 —4.1 —1.6 
| Day ee he eee aul 4.4 3.1 4.1 ЗЧ —1.1 —1.3 —1.0 
France 
о En eee eS, 5:6 301 as 3.0 5.0 7 —2.5 —4.5 —1.8 
Ре а. ee 2.9 6.6 4.2 4.3 2.4 —2.0 —2.4 —1.9 
Germany, Fed. Rep. of 
О сокет 2.4 5.2 1.9 4.0 27] —2.1 —3.3 —1.3 
Pe ink ИИ 14:3 3.2 5.0 3.7 3.9 2.9 —1.1 —1.3 —1.0 
Italy > 
ОЕ о fot eS) 2.6 7.3 2.8 4.4 225 —2.7 —4.5 —1.9 
lA Saree: Ss ОИ) 1.8 6.4 25 5.3 1.5 —3.9 -3.9 —3:8 
Netherlands 
iso Senne” 95:0 2.5 5.8 1.4 4.8 2.8 —2.5 —4.4 —2.0 
PUP ие 41 2.2 5.8 4.0 3.6 ВЯ —1.9 —1.8 —1.9 
Могуау < 
Юр чи 4242) 4.8(3.7) 5.14 0.1 4.04 5.9 0.6(—0.5) —5.0 —1.9 
РА ее: 3.43.3) 3.6(2.5) 4.0 0.5 3.3 4.2 0.2(—0.8) —3.5 0.9 
Sweden 
уе МОИ Oe 0.8 е 5.2 а —1.0 3.2е 1.7¢ —3.0 —6.2 —1.5 
Рена ре 3.1 —0.3 5 —f 2.1 0.1 —3.4 —5.7 —2.0 
United Kingdom < 
Carer ca. eee tome O29) 1.0(0.5) 3.0 —0.7 2.8 1) —1.9(—2.4) —3.7 —1.1 
НС Seach 2.6(2.6) 1.0(0.4) 3.6 —0.8 2.1 1.0 —1.6(—2.2) —2.8 =1.1 
USA 
OFS. Sew ee 40 25 4.7 2.0 3.8 27 —1.5 —2.7 —1.1 
Pig: Пер че 17 0.3 3.3 12 1.2 —1.4 —2.1 —1.2 


Source: National and international statistics and secretariat estimates. 

Notes: Productivity is defined as output per person employed except for the Nether- 
lands and Norway where it is calculated as output per man-year. 

а 1963-1973. 

6 Data for total manufacturing industry include mining and quarrying, electricity and 
gas. 


of roughly the same order of magnitude in six of the 
11 countries (Austria, Finland, France, the Federal 
Republic of Germany, Italy and the Netherlands). It 
is smaller in the non-manufacturing sector in 
Norway, Sweden, the United Kingdom and the 
USA. Belgium is the only country where the decline 
in productivity growth in the non-manufacturing 
sectors exceeds that for manufacturing industry. 


The figures for total economy and the поп- 
manufacturing sector for Norway and the United 
Kingdom—though for the latter country to a lesser 
extent—are considerably influenced by the inclusion 
of the oil sector. Indeed, with this sector included, 
Norway is the only country not to have experienced 
a fall in productivity growth for the total economy 
after 1973. This is in striking contrast to manufac- 
turing industry, which suffered a major fall. 


The decline in productivity growth has been 
sizeable in a number of countries. The unweighted 


с Figures in brackets are growth rates excluding the extraction of crude oil and natural 
gas. 

4 1962-1973. 

е 1973—1977. 

f 1973-1978. 


average rate of productivity growth in manufacturing 
industry for the 11 countries fell from 5.2 per cent in 
1960-1973 to 2.6 per cent in 1973-1979. The corre- 
sponding figures for the non-manufacturing sector 
are 3.5 per cent and 1.8 per cent. On an individual 
country basis the fall in productivity стом in 
manufacturing industry has been particularly large 
in Sweden (6 percentage points), Italy, Norway and 
the United Kingdom (3-4 points); for the non- 
manufacturing sector Italy is the only country where 
the fall in productivity growth exceeded 3 percentage 
points. 


A basic difference between the manufacturing and 
the non-manufacturing sectors implied by the data in 
table 1.1.27 relates to changes in employment. 
Whereas the level of employment in manufacturing 
industry fell after 1973 in all 11 countries, only three 
countries show а relatively small decline in 
employment in ‘the non-manufacturing — sector 


Western Europe 


era weve Pe ee eee 


TABLE 1.1.28 


Decomposition of the productivity change in the total есопоту“ 
(Average of annual rates of change) 
Oe Ee ee 


1960-19735 
Intra- Inter- 
Total sectoral Shift action 
Country change effect effect effect 
Austria . 5.30 5.24 0.03 0.03 
Belgium 4.16 4.14 0.05 —0.02 
Finland 4.20 4.10 0.04 0.05 
rane ceuiencycl се 4.88 4.88 ——0.01 0.01 
Germany, Fed. Rep. of . 4.35 4.35 = = 
Italy + Rahs es 5.71 5.56 0.04 0.11 
Netherlands . 4.12 4.11 0.05 —0.04 
Norway 3.36 3.37 —0.01 = 
Sweden ae 3.12 3.23 OO —O3 
United Kingdom 2.60 2.58 0.05 —0.03 
USAMA О 1.69 1.71 0.03 —0.06 


Vea 


@The total economy was divided into two sectors, namely manufacturing and non- 
manufacturing. 


(Finland, the Federal Republic of Germany and the 
Netherlands). In the other eight countries 
employment in this sector continued or, in the case of 
Italy and Austria, started to rise after 1973, partly 
reflecting the role played by the public sector in 
cushioning the rise in unemployment. Given the 
different levels of productivity in these two major 
sectors of the economy, it is interesting to measure 
the extent to which the slowdown in productivity 
growth for the total economy was due to this shift in 
the distribution of employment. 


Using a simple normalization technique, the 
growth of productivity in the economy as a whole 
can be separated into three components: 


The productivity change that would have occurred in 
a given period if the structure of employment had 
remained the same as in the initial year (i.e. the 
change due only to intra-sectoral changes in 
productivity); 

The productivity change attributable to changes in 
the distribution of employment between sectors 
with different productivity levels (i.e. the shift 
effect); 

The interaction or joint effect of the previous two 
components (this arises because in an additive 
decomposition the total change cannot be 
allocated exactly among its components). 72 


7? The normalization formula is as follows: 


у (е,—е») Pio 
i=1 
P, omen 
2 
2» (Pis— Pic) (Cit — Cio) 


P, 


2 
PP |. phy (Ри Pio) ел 
P, 


+ 


where P,, denotes the productivity level in sector i (i = 1,2) and e,, 
the sectoral shares in total employment in period ¢. 

The first component on the right-hand side stands for the 
“pure” or intra-sectoral productivity effect and the second for the 


1973-1979 Differences 
Intra- Inter- seat, Shif м 
ij i | 0 t action 
Riese и Wot ее dite each effect effect 
2.68 279 —0.07 —0.04 —-2.62 -2.45 —0.10 —0.07 
2.35 2.45 0.12 —0.23 —1.81 —1.69 0.07 —0.21 
3.09 3.08 0.01 — ЗЕ —=1.02 —0.03 —0.05 
2.86 2.91 —0.01 —0.04 —2.02 —1.97 —0.02 -0.05 
3.16 3.24 —0.05 —0.03 —1.19 —1.11 —0.05 —0.03 
1.79 1.84 —0.04 -0.01 -—3.92 —3.72 —0.08 -—01 
2.19 2.26 0.01 —0.09 —1.93 -—1.85 —0.04 —-0.05 
3.56 3.43 0.05 0.09 0.20 0.06 0.06 —0.09 
—0.34 —0.25 —0.11 0.02 —3.46 —3.48 —0.12 0.09 
0.97 0.93 0.03 0.01 —1:563 —1.65 —0.02 0.04 
0.25 0.31 —0.03 —0.03° —1.44 -—1.40 —0.06 0.03 
Ь Austria: 1963—1973; Norway: 1962-1973; Sweden: 1963—1973. 
с Sweden: 1973-1977. 
The distinctive feature of table 1.1.28 is the 


dominance of the intra-sectoral productivity change 
in all countries in both periods, 1960-1973 and 
1973-1979. In no country does the shift effect 
contribute more than 0.1 percentage point to the 
productivity slowdown in the total economy after 
1973 (see the eleventh column of table 1.1.28). And 
even if the interaction effect is added to the shift 
effect the picture does not change very much. In 
Norway and Belgium the shift effect even pulls in the 
opposite direction. The basic conclusion to be drawn 
from this exercise is that the shift of employment did 
not play a significant role in the productivity 
slowdown, which instead reflects a decline in the 
growth of output per person employed in both sub- 
sectors of the economy. ” 


The significance of the change in productivity trends 
after 1973 


It may be asked whether the decline in produc- 
tivity growth after 1973 is sufficiently large to 
constitute a significant break with the pre-1973 trend. 


Chart 1.1.5 illustrates the issue. It shows for each 
country both the actual and trend paths followed by 
productivity in the total economy and in manufac- 
turing industry and compares, for the period 1974- 
1979, predicted values based on the previous trend 
with the actual productivity levels. It can be seen that 
in all countries actual productivity levels in the latter 
period are below the values predicted on the basis of 


ФМ№®—Бокк ————————— 


shift effect. The third component shows the joint or interaction 
effect of the first two components. 


3 This does not, of course, exclude the possibility that shifts in 
the structure of employment have been important within the two 
aggregates considered above. The quantitative importance of the 


shift effect within the manufacturing sector is considered below, 
pp 58-59. 
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CHART 1.1.5 


The growth of productivity in total economy and in manufacturing, 
1960-1979, and trend values for 1960-1973 


(a) TOTAL ECONOMY 
(Semi-log scale 1970 = 100) 
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Legend: sammm Actual values ——»1960-1973 trend. 
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CHART 1.1.5 (continued) 


(b) TOTAL MANUFACTURING 
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TABLE 1.1.29 


A test for significant changes in the growth 
of productivity, 1960-19792 
— eee 


Total economy 
break point 


1970 1973 
Austria 

Belgium . 

Finland 

France RNa 
Germany, Fed. Rep. of. 
Italy | г ВА 
Netherlands . 

Norway 

Sweden о ь az 
United Kingdom . ... + 
у ет ere + 


+++++++ 


о 


+++++++++++ 


а The equation fitted was: 


Total manufacturing 


] Non-manufacturing 
industry break point 


sector break point 
1970 


1973 1973 


ats + + 
+ 
=F +5 + 
+ + + 
+ + + 
+ + + 
+ 
+ + +4 
+ + + 
+ + ip 
++ +5 se 


In P}=a+bT+c.D+d (РТ) 


where T = Time, D = Dummy, where D = O and D = | before and after 1969, respectively, to test for a break in the trend after 
1969, and similarly before and after 1973 to test for a break in that year. Significant changes are indicated by +. 


Ь In these cases the third independent term was omitted. 


In P, = a+ BT + 4(РТ). 


¢ Excluding the extraction of crude oil and natural gas. 


4 Including the extraction of crude petroleum and natural gas. 


the 1960-1973 trend. (The only exception is Norway 
where, due to the oil-extraction industry, the levels of 
cutput per person employed for the total economy 
are above the 1960-1973 trend line.) It is therefore 
interesting to establish whether or not the actual 
values for 1974-1979 represent а Statistically 
significant shift from the 1960-1973 trend. 


To test this proposition an exponential time trend 
was fitted to the productivity series and a dummy 
variable was introduced to test whether the para- 
meters of the function had changed after 1973.” 


The results of the regression analysis are 
summarized 7 in table 1.1.29. It can be seen that out 
of 33 equations (11 countries and three sectors: total 
economy, total manufacturing and the non-manufac- 
turing sector) there are 30 for which the statistical 


™ The equation fitted was as follows: 
log P,=a+bT+c.D+ d (DT) 

where P is productivity, T is time, and D is a dummy variable 
equal to zero for 1960-1973 and to one thereafter. The coefficients 
сапа d indicate whether ог not there has been а sign:ficant change 
in the intercept and in the trend growth rate respectively. A 
standard alternative method of testing for a structural break is the 
Chow-test (see, e.g. F. M. Fisher: “Tests of equality between sets 
of coefficients in two linear regressions: An expository note”, 
Econometrica, vol. 38, No. 2, March 1970, р. 361-366). This test, 
however, has certain drawbacks in the present case as it indicates 
whether the whole function has shifted, but not whether this is due 
to changes in the intercept or in the slope coefficient (here, the 
trend growth rate of productivity) or both. The dummy technique 
provides a direct answer. A further advantage of the dummy 
technique is that it reduces, sometimes considerably, the degree of 
autocorrelation of the residuals. Indeed, it can be shown that the 
Chow-test has a bias in favour of accepting the hypothesis of a 
structural break in the presence of autocorrelation (see I. 
Consigliere: “The Chow-test with serially correlated errors” in 
Rivista internazionale di Science sociali, anno LXXXXIX, арше- 
giugno 1981, pp. 125-136). 

75 The detailed regression results are available on request to the 
secretariat. 


tests indicate the existence of a significant fall in the 
growth of productivity after 1973. There are only two 
exceptions, in the case of total manufacturing 
industry, Belgium and the Netherlands. In addition, 
because of the impact of oil, the dummy variable 
indicates a higher trend growth rate of productivity 
т т Norwegian non-manufacturing sector after 


It may be argued that the period after 1973 is 
rather short and that the test gives too much weight 
to the impact of the recession in 1974/75 on the 
productivity trend after 1973. Regressions were 
therefore calculated which allowed for a change in 
the trend function after 1969. Such a procedure 
reduces the importance of the recession years 
1974/75 on the longer term trend and may therefore 
be less biased in favour of the hypothesis of a 
significant structural break. However, as can be seen 
from table 1.1.29, this alternative test confirms in all 
cases the results of the first test. These results need to 
be qualified insofar as the trend rates of growth of 
productivity may not have been entirely separated 
from short-term fluctuations. This has always been a 
problem but since 1973 it has been made conside- 
rably more complex by the much larger fluctuations 
in output in the industrial market economies. 
Nevertheless the statistical evidence presented here 
would appear to support the general conclusion that, 
apart from three exceptions noted above, the trend 
growth rate of productivity in both the manufac- 
turing and non-manufacturing sectors has fallen 
significantly since 1973. 


The existence of a break in the trend of produc- 
tivity is, taken by itself, nothing dramatic—at least 
not as long as the market economies are not 
confronted with a persistent autonomous decline in 
productivity growth. This raises the question of the 
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underlying causes of the slowdown and whether it 
can be explained in terms of the relationship of 
productivity with other economic variables. 


(b) Factors behind the lower productivity growth 
in total manufacturing industry 


The most striking feature of the previous section 
was the universality of the slowdown in productivity 
growth after 1973. Not only was the decline observed 
for all 11 countries but it was also found to be 
pervasive across both manufacturing and поп- 
manufacturing sectors of the economy. It seems 
unlikely that such a widespread phenomenon can 
have been caused by the accidental interplay of 
purely country-specific factors. On the contrary, a 
more plausible and also more promising approach to 
explaining the major part of the drop in productivity 
growth is to search for factors which are common to 
all countries. 


During a recent international meeting of 
economists from OECD countries the following 
factors were cited, inter alia, as possible explana- 
tions: ’° 


A decline in the growth of capital per worker; 

Declining research and development activities; 

Reductions in investment as a result of higher 
energy prices and environmental and safety 
regulations; 

High inflation; 

Change in the age-sex composition of the 
workforce (more younger workers, more, but less 
experienced, female workers); 

A possible decline in the supply of major 
innovations; 

Negative effects of shifts of employment out of 
manufacturing into lower productivity sectors; ”’ 

Changes in social values and attitudes in 
general, which are detrimental to risk taking, 
incentives to work” and investment; 

Lower output growth. 


The problem with many of these factors is that 
their negative impact is difficult to measure and in 
some cases amounts to little more than assertion 
based on anecdote. Moreover, many of them are 
unlikely to be able to explain the sharp drop in 
productivity growth after 1973: this would be the 
case with the changing age-sex composition of the 
labour force, changes in social values and attitudes, 
the lack of major innovations or the decline in R and 
D activity. 


76 See: I. Leveson and J. W. Wheeler: “Structural Change and 
Policy: An Overview of the Papers and Commentary” in Western 
Economies in Transition: Structural Change and Adjustment 
Policies in Industrial Countries, edited by I. Leveson and 
J. W. Wheeler, Hudson Institute 1980, pp. 13—14. 


” This factor was found to be of very small importance in the 
previous section. 


™The rise of the hidden economy and the do-it-yourself 
movement are sometimes quoted as examples: “Since even the 
most energetic individual disposes of a certain amount of energy 
and no more, it is not surprising that a man who in his spare time 
is adding a bathroom to his house or insulating his neighbour’s 
roof should take things easy at his regular place of work.” See: R. 
Stone: “Whittling away at the Residual: Some thoughts on 
Denision’s Growth Accounting”, Review Article: Journal of 
Economic Literature, vol. XVIII (Dec. 1980), pp. 1539-1543. 


The positive impact of investment in R and D and 
of technological innovation on productivity 15 
generally recognized although it is probably felt 
more in the longer run. However its quantitative 
importance is difficult to assess because of “several 
formidable conceptual and empirical problems”.” 
In a recent study of the impact of R and D expen- 
diture on the productivity slowdown in US manufac- 
turing industry, it was found that the influence of the 
R and D variable fell to zero in the 1970s. It remains 
unclear, however, to what extent this reflects data 
problems or a real decline of the elasticity of output 
with respect to changes in R and D inputs. *° It was 
estimated that the contribution of R and D to the 
rate of productivity growth was at most 0.4 per cent 
a year in the 1960s, while it dropped to a mere 0.1 
per cent in the period 1969-1977. The general 
conclusion is that “it is unlikely that the recent 
productivity slowdown can be blamed primarily on 
the К and О slowdown”. *! 


The impact of high inflation rates on productivity 
growth is generally thought to be important but 1$ 
difficult to establish quantitatively. To a large extent 
the influence of inflation is already picked up in 
some of the other factors cited above: for example, 
lower rates of investment and of output growth are 
partly due to the increase of uncertainty generated 
by inflation, while output growth is also greatly 
affected by policies designed to combat inflation. 


This leaves three major common factors which 
may account for the productivity growth slowdown 
in the industrial countries: 


The increase in energy prices; 
Changes in capital-intensity; 
The lower growth of output. 


The impact of the rise in oil prices in 1973 and 
1974 on productivity growth is difficult to assess. The 
major controversy centres around the issue of 
complementarity or substitutability between energy 
on the one hand and capital and !bour on the other. 
Quantitative evidence available for the USA suggests 
a rather limited contribution of higher energy prices 
to the productivity slowdown. The effect of the shift 
in relative prices are more likely to be spread over a 
relatively long time span and cannot account for the 
sudden fall in productivity growth, as it is unlikely 
that there is an instantaneous adjustment*®? to 
changes in relative factor prices. In a recent study of 
US manufacturing industry it was estimated that 
labour productivity would have risen faster by 0.2 
percentage points during the period 1973-1978 if the 
relative price of energy had not changed. * 


See National Science Board, Science Indicators 1978, 
Washington, DC, 1979, p. 23. | 

* 2. Griliches, “В and D and the Productivity Slowdown”, 
American Economic Review, Papers and Proceedings, vol. 70, 
No. 2 (May 1980), pp. 343-348. 

*! Гос. cit., р. 347. 


*” Even this hypothetical case would only provide an expla- 
nation for a once-and-for-all reduction in the level of productivity, 
not for the decline in growth rates. 

* See: J.R. Norsworthy, H.J. Harper, К. Kunze: “The 
Slowdown in Productivity Growth: Analysis of some Contributing 
Factors”, Brookings Papers on Economic Activity, No. 2, 1979, pp. 
387-421. A similar figure is given by Maddison for productivity 
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TABLE 1.1.30 


Growth rates of capital intensity and labour productivity in total manufacturing industry 
(Average annual rates of change) 
а и Я 


Changes т Actual change 
Growth of capital intensity Contribution of capital ped Are ae eae 
Real capital Elasticity > of output ital Е i hy #0 daBour? oductivit swith В fice к 
stock growth with respect to capital рен рено г и, [dapilipatees 
Ln 1973-1979 1960-1973 1973-1979 1960-1973 1973-1979 1960-1973 1973-1979 

) ( (3) (4) (5) (6) (7)=(1)х(3) (8)=(2)х(4) — (9)=(8)—(7) (10) 
Austria 5.0¢ 4.3 0.415¢ 0.366 4.9¢ 5.1 2.0¢ 1.9 —0.1 —2.4 
Finland . 6.0 3.8 0.417 0.371 3.7 4.2 1.5 1.6 0.1 ls) 
Germany, 

Fed. Rep. of 6.9 2.64 0.367 0.299 6.6 4.94 2.4 1.54 —0.9 hs) 
Norway . 4.9е 5.4 0.298 0.306 3.9е 5:2 1.2е 1.6 0.4 —2.6 
Sweden . НКУ 4.37 3.48 0.253 0.263 4.8/ 4.58 1.27 1.28 = byl 
United Kingdom . 35 2.4 0.293 0.280 4.0 3.9 1.2 1.1 —0.1 —2.8 
USA . ; 3.1 3.8 0.296 0.294 1.6 3.0 0.5 0.9 0.4 =7).8) 
| 4The data for Austria include mining and quarrying, while the data for Norway с 1964-1973. 
include construction and mining and quarrying except crude oil and natural gas produc- d 1973-1978. 
tion. р 

Share of gross profits in value added at factor cost. The elasticities for the period f oe 
1960-1973 were calculated as the arithmetical average of the factor income shares in . 

1960 and 1970. The weights for the second period refer to the 1973 income shares. The А 
factor income shares for Austria refer to 1970 (Ist period) and 1973 (2nd period). 
An attempt has been made here to assess the broadly unchanged in Austria, Sweden and’ the 


importance of changes in capital per worker on the 
productivity performance after 1973. Table 1.1.30 
provides rough estimates of the net impact of 
changes in capital intensity on labour productivity 
growth in total manufacturing industry.** These 
estimates are based on a simple growth-accounting 
approach. *° 


Columns | and 2 of table 1.1.30 show the average 
annual growth rates of real gross capital stock for 
seven of the 11 countries. It can be seen that in 
contrast to the general trend there was no deceler- 
ation. in the rate of capital stock accumulation in 
Norway and the USA, whereas the decline was quite 
sharp in Finland and the Federal Republic of 
Germany and somewhat smaller in the other three 
countries. Given the concommitant changes in 
employment, capital intensity growth accelerated in 
Norway, the USA and Finland, and remained 


growth in the total economy in major industrial countries. See A. 
Maddison, “Long-Run Dynamics of Productivity Growth”, Banca 
Nazionale del Lavoro, Quarterly Review, No. 128, March 1979, 
p. 36. | 

8“ This table was inspired by a similar exercise carried out by 
W. Nordhaus for the non-farm business sector in major OECD 
countries. See: W. D. Nordhaus, “Economic Policy in the Face of 
the Declining Productivity Growth”, Cowles Foundation 
Discussion Paper No. 604, pp. 15-16. 


85 This approach assumes a production function of the form 
У = L'K¢—e-rt 


where L and К stand for the input of labour and capital respectively, 
and X and (1 —X) denote the respective elasticities of output with 
respect to changes in inputs. r denotes the rate of technical progress 
or the famous “measure of ignorance”. Labour productivity growth 
can be expressed as the sum of the growth rate of capital intensity, 
weighted by the elasticity of output with respect to capital, and the 
“residual” г, i.e. 


K 
(Y/L) = (1-х) (>) + г. 


United Kingdom. The only country with a sizeable 
fall in the growth of the capital-labour ratio is the 
Federal Republic of Germany. 


The estimated contribution of the change in the 
growth of capital intensity to the change (decline) in 
productivity growth is given in column 9 of table 
1.1.30. It is either very small or pulls in the opposite 
direction as in the case of Norway and the USA. The 
only exception is again the Federal Republic of 
Germany, where the contribution of changes in the 
capital-labour ratio appear to be fairly large. 
However, this latter estimate is strongly influenced 
by the large fall in the second period of the share of 
capital in factor incomes, which serves as a proxy for 
the elasticity of output with respect to capital. If an 
unchanged elasticity is assumed then the contri- 
bution of the change in capital intensity falls to about 
40 per cent, which is, however, still fairly high. 


Although these estimates are rough they do point 
to a fairly clear conclusion. With the possible 
exception of the Federal Republic of Germany, there 
is no evidence that changes in the growth of capital 
stock have had a major impact on the productivity 
slowdown after 1973. *° 


The role of lower rates of output growth 


This section examines the extent to which the 
decline in productivity growth can be associated with 
the relatively low growth of output which followed 
the recession of 1974—1975. (It is noteworthy that this 


*6 The same conclusion is arrived at by W. Nordhaus in the 
above-cited exercise for the non-farm business sector in Canada, 
France, the Federal Republic of Germany, Italy, Japan, the 
United Kingdom and the USA. It is interesting to observe that for 
the non-farm business sector the decline in capital intensity growth 
is much less sharp in the Federal Republic and the correspondin 
contribution of this factor to the decline in productivity growt 
after 1973 is as small as for the other countries. Roughly the same 
finding is made in a more sophisticated approach followed by 
Norsworthy её. al. р 
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factor is often absent in studies of the causes of the 
slowdown in labour productivity growth). Table 
1.1.27 shows that in all the countries considered the 
fall in output growth rates have been much sharper 
than the corresponding changes in productivity 
growth. The high degree of association in the direc- 
tional changes of output and productivity growth can 
also be seen clearly from chart 1.1.5. 


The existence of a close association between the 
long run trends of output growth and productivity 
growth in industry has long been recognized in 
economic literature, and has been cast into the well- 
known Verdoorn Law which postulated a direct 
relationship between productivity growth and output 
growth. *’ Throughout most of this literature on the 
Verdoorn Law the direction of causation is postu- 
lated to run from output growth to productivity 
growth, the underlying rationale being that high 
rates of output growth lead to economies of scale, 
stimulate investment growth and the introduction of 
more efficient equipment, and facilitate organiza- 
tional changes in general. (It is recognized that there 
may be feed-back effects of productivity change to 
output growth, particularly through relative price 
changes; but the argument that the basic direction of 
causation might equally well be from productivity 
growth to output growth runs into a number of 
difficulties: such a causal link would be unlikely to 
bring about the high degree of correlation observed 
in the past between changes in output and produc- 
tivity since it implies unrealistic assumptions about 
the rank ordering of the price elasticities of demand 
facing different industries and disregards the 
endogenous nature of technical progress.) ** Expecta- 
tions of a lower long-run rate of output growth are 
therefore likely to lead to a downward shift in expec- 
tations of future market size and a reduction in the 
gains from scale economies, both internal and 
external, and to deter investment in new plant and 
equipraent and in research and development. 


As productivity is defined as output per person 
employed it is interesting to analyse what has been 
the relationship between output and employment in 
manufacturing industry over time and what this 
relationship implies for the strength of the link 
between output growth and productivity growth. A 
further question is whether this link has weakened 
since the oil price “shock” of 1973 and the recession 
of 1974-75. 

In order to examine the strength and stability of 
the relationship between employment and output in 
manufacturing industry, a simple model has been 
estimated which takes into account the lagged 
response of employment to short-run changes in 
output. The model assumes that employment is 
positively related to changes in output and negatively 
related to change in the capital stock and technical 


*7 P. J. Verdoorn “Fattori che regolano lo sviluppo della produt- 
tivita de lavoro”, L’industria, 1949. See also W.E.G. Salter, 
Productivity and Technical Change, Cambridge University Press 
1960; Nicholas Kaldor, Causes of the Slow Rate of Growth of the 
United Kingdom, Cambridge University Press, 1966; and the 
exchange between R. E. Rowthorn and Nicholas Kaldor in The 
Economic Journal of March 1975 and December 1976 respectively. 


** See Kaldor op. cit. and К.А. Kennedy, Productivity and 
Industrial Growth, The Irish Experience, Oxford, 1971, chap. 6. 


rogress. The adjustment of employment to changes 
in output is assumed to occur with a lag and to be 
proportional to the difference between the level of 
employment in a _ given period and actual 
employment in the previous period. *° 


This model was fitted to the annual data of 
employment and output in the manufacturing indus- 
tries of the 11 countries for the period 1960-1979. 
The main focus was on testing for the stability of the 
parameters after 1973. The underlying rationale for 
this is obvious: if the relationship between 
employment and output can be shown to be strong 
and stable over time, then this implies that the low 
productivity growth after the recession can be partly 
associated with the weak output growth. *° 


The basic results are shown in table 1.1.31. For the 
period 1960-1979, the model explains the behaviour 
of employment quite well.*' There are three excep- 
tions. For Sweden the fit is rather poor compared to 
the other counries and the regression coefficient on 


8 The structure of the model is as follows: the desired or 
optimal level of employment (Е*) is a log-linear function of 
output (Q) and time (7), i.e. 

(ЕЕ log E*, = B, + Blog О, + Вы 
where the time variable is а proxy for changes in the capital stock 
and technology. 

The adjustment of employment to changing levels of output is 
assumed to occur with а lag according to the “stock adjustment 
principle”: 

(2)... log Е, - log E,, = (1 - с) (log E*, — log E,)). 

Equation (2) implies that the changes in employment are a 
constant proportion of the difference between desired or optimal 
employment and the pre-pericd employment level. The higher the 
value of c he lower the speed of adjustment. Combining the above 
two equations gives the following employment function: 


@)Rex log E,= a+ blog Q,+ dt +c log E,.. 


This equation measures the short-run relationship between 
employment and output. The long-run coefficients implied by 
equation (1) can be calculated by dividing the parameters of 
equation (3) through by (1-с), the adjustment coefficient. In fact, 
the following definitions hold true: 


a= B, (1-с); 
b= В, (1-с); 
d= В, (1-с). 


The model is due to Е. Brechling. See his “The Relationship 
between Output and Employment in British Manufacturing 
Industries”, The Review of Economic Studies, vol. XXXII(3), 
No. 91, July 1965, pp. 187-216. See also F. Brechling and P. 
O’Brien: “Short-run employment functions in manufacturing 
industries: An international comparison”, The Review of 
Economics and Statistics, vol. XLIX, Мо. 3, August 1967, рр. 179- 
207, and В. Ball; Е. В. А. St. Cyr, “Short-term employment 
functions in British manufacturing industry”, The Review of 
а Studies, vol. XXXIII(3), No. 95, January 1966, рр. 179- 


*° A similar approach has recently been followed in a study by 
R. Boyer and P. Petit on output and productivity in manufacturing 
industry (disaggregated into four major sub-sectors) in the 
Common market. Howevet, their data extend only to 1977 and the 
tests applied rely on the calculation of prediction errors outside the 
estimation period 1960-1973. Such a procedure, however, cannot 
take into account the effect of offsetting shifts in the coefficients. 
See R. Boyer and P. Petit: “Employment and Productivity in the 
EEC”, Cambridge Journal of Economics, vol. 5, (1981), pp. 47-58. 

*' The adjusted coefficient of determination is on average 
around 90 per cent and the coefficients are all significant at the 
5 per cent level (two-tailed t-test) or above. The Durbin-Watson 
statistics indicate that the residuals are sufficiently free from auto- 
correlation. The only country with weak positive autocorrelation is 
the Federal Republic of Germany and the results have therefore 
to be interpreted with caution. For all the other countries the tests 
are either inconclusive or allow acceptance of the hypothesis of no 
positive autocorrelation at the 5 per cent level (Norway, USA). 
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TABLE 1.1.31 


Short-term employment functions in manufacturing industry, 1960-1979 
—_————— eee 


a b 


Austria > . 0.144 0.292 0.655 —0.013 0.839 0.013 1.402 
| (3.807) (4.204) (5.215) (-3.703) 

Belgium . 0.296 0.450 0.515 —0.029 0.985 0.008 1.566 
(10.416) (9.694) (8.054) (—10.761) 

Finland . 0.193 0.414 0.645 —0.016 0.986 0.013 1.368 
(6.169) (7.637) (8.231) (-5.982) 

France 0.131 0.197 0.734 —0.012 0881 0.010 1.346 
(4.432) (4.181) (5.443) (-4.417) 

Germany, Fed. Rep. of 0.233 0.451 0.284 —0.023 0.951 0.011 0.934 
(7.925) (7.724) (3.147) (— 8.599) 

Italy . 0.045 0.103 0.682 —0.004 0.936 0.011 1.179 
(1.266) (2.464) (3.729) (— 1.276) 

Netherlands 0.148 0.207 0.659 —0.015 0.979 0.011 1.341 
(3.903) (3.348) (7.288) (-4.325) 

Norway с. 0.034 0.214 0.246 —0.003 0.945 0.007 2.059 
(2.687) (4.107) (1.242) (-3.058) 

Sweden ?. 0.071 0.141 0.730 —0.007 0.636 0.018 1.097 
(2.312) (1.903) (2.639) (2.715) 

United Kingdom . 0.113 0.291 0.345 —0.013 0.960 0.012 1.393 
(4.734) (4.114) (2.517) (—5.327) 

USA . 0.090 0.510 0.364 —0.011 0.942 0.017 1.700 
(4.091) (7.637) (3.788) (-4.902) 


а The function estimated is 


log Е, = a+ blog О, + clog Е, — |+ dt 
where E refers to employment, О to output and f to time. t-values are given in parentheses below the coefficients; SEE and DW 
refer, respectively, to the standard error of estimate ar i the Durbin-Watson statistic. 


Ь 1963-1979. 
с 1962-1979. 
4 1962-1978. 


output is only significant at the 10 рег cent 1еуе!?? 
(two-tailed 1-е5. This points to a rather low 
elasticity of employment with respect to output 
changes particularly before 1973: in fact, over the 
period 1963-1973 output rose at an average rate of 
5.2 per cent, while employment fe// at a rate of 0.5 
per cent per year. The second exception is Italy, 
where the coefficient on time is clearly not 
significant.*? This indicates low autonomous time- 
dependent productivity gains in this country.” 
Finally, a non-significant coefficient on the lagged 
employment variable for Norway suggests a rather 
fast adjustment of employment to changes in 
production. 


The short-run coefficients on the output variable 
are in all countries rather low and in no case signifi- 
cantly above 0.5. This indicates a rather strong 
response of productivity to short run changes in 
output. The negative coefficient on the trend variable 
indicates a fairly strong rate of autonomous produc- 


% A test for the presence of multicollinearity was made by 
excluding the output variable from the independent variable in 
the first run and the time variable in the second run. In both cases 
neither the remaining time variable nor the output variable were 
significant. In both cases the adjusted coefficient of determination 
was lower than in the base model. 

°° The coefficient on time remained non-significant when the 
regression was run excluding the output variable. 

>* This may reflect a rather slow speed of adjustment to the 
changing economic environment after 1973, as the coefficient on 
time was found to be significant at the 1 per cent level when the 
model was estimated for the period 1960-1973. 


tivity gain in Belgium and the Federal Republic of 
Germany. This rate is, with the exception of Italy 
and Sweden, nowhere below | percentage point per 
year. 


The regression coefficient (c) on the lagged 
employment variable stands for the speed with which 
employment is adjusting to changing output levels: 
the closer this is to one, the more slowly do firms (in 
the aggregate) adjust their labour input. For six out 
of the ten countries (Norway is excluded as the 
coefficient was found to be not significant) this 
coefficient varies between 0.65 and 0.75, suggesting a 
relatively slow rate of adjustment (Austria, Finland, 
France, Italy, the Netherlands and Sweden).’** For 
the Federal Republic of Germany, the United 
Kingdom and the USA the adjustment is about twice 
as high, whereas Belgium falls between these two 
groups. 


Thus the basic message conveyed by the results of 
table 1.1.31 is the existence of a strong link between 
changes in productivity and changes in output in the 
period 1960-1979. 


It was shown above that for all countries there was 
a break in the growth of productivity after 1973. The 
question to be considered now is whether and to 
what extent this productivity slowdown can be 
associated with the lower rates of output growth after 
1973. To test this hypothesis the regression equations 


"5 With the caveat for Italy and Sweden that the coefficients on 
time and output, respectively are not significant. 
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in table 1.1.31 were re-estimated with the inclusion of 
a dummy variable to allow for a shift in the 
coefficients on output and time after 1973. The 
underlying rationale for this is as follows: if the role 
of output growth as a determinant of productivity 
growth has changed since 1973 then there should be 
a significant dummy on the output variable. On the 
other hand, a significant dummy on the time variable 
would indicate that there has been a significant 
change (decline) in the time-dependent 
(autonomous) rate of productivity growth. The main 
results of this exercise are as follows: among the 
11 countries there are only two (the Federal Republic 
of Germany and the USA) for which the dummies 
clearly indicate a significant upward shift in the 
output coefficient after 1973; and there are only two 
significant dummies on the trend term (Italy and 
Sweden) indicating a slowdown in autonomous 
productivity growth.** The significance of the 
dummies on output for Italy and Sweden is dubious 
as there appears to be multicollinearity between the 
time and output variable. 


The above tests refer to the short-run or cyclical 
relationship between employment (and productivity) 
and output. However, it was shown above”’ that the 
short-run coefficients are the product of two terms, 
namely the parameters of the long-run employment 
function on the one hand and the adjustment 
coefficient on the other. ** It may therefore be asked 
whether the observed stability in the short-run 
relationship between employment and output reflects 
simply offsetting shifts between the long-run 
coefficients and the adjustment term. Or, in the case 
of significant shifts in the short-run coefficients on 
output and time, whether they also imply changes in 
the long-run coefficients. 


As a test of the stability of the long-run coefficients 
is not possible within the framework of a linear 
regression model, °° the secretariat has experimented 
with a non-linear regression model which allows a 
direct test for changes in the long-run coefficients '°° 
to be made. Experimentation with the dummy 
variable technique revealed that there are only two 
countries with significant changes in the long-run 
coefficients on output after 1973, namely the Federal 
Republic of Germany and the USA; and there was 


% This confirms the above-mentioned finding that for Italy the 
coefficient on time was significant for the period 1960-1973 but 


not for 1960-1979. The equations including the dummy variables . 


are not reproduced here but are available, on request, from the 
secretariat. 


37 See р. 52 footnote 89 above. 
** The short-run employment function was defined as: 
@. log Е = a+ blog О, + c log Е, + dT 
whereas in the long-run the optimal or “desired” level of 


employment (E*) is dependent only on output (4) and the time 
trend variable (7): 


(i) eee log Е, = В, + В, log О, + В, . T. 
It can be shown that with the given adjustment function (see p. 52) 


the following relationship holds between the coefficients of the two 
functions: 


”” The reason is that within a linear model it is not possible to 
obtain direct estimates of the B-coefficient (see also footnote 98). 
_ '°The calculations were done with the UNCTAD/SAS. The 
iterative method followed the Gauss-Newton algorithm. 


а eS eee 


no case of a significant dummy on the long-run time 
trend variable. '°' 


The dominating feature of the above tests is the 
stability of the basic employment-output and produc- 
tivity-output relationships after 1973. There is also no 
evidence of a change in the long-run time-dependent 
productivity growth after 1973 and for only two 
countries (Italy and Sweden) was there a significant 
decline in the short-run time-dependent productivity 
growth, although neither of these is very large. 


The general conclusion therefore is that the basic 
role of output growth as the engine of productivity 
growth has remained largely unaltered since 1973. 
This holds with the exception of the Federal 
Republic of Germany and the USA, where the 
estimated elasticity of productivity with regard to 
changes in output in the short run fell from about 0.5 
to 0.3. This indicates that in these two countries after 
1973 each percentage point increase in output was 
associated with a lower productivity increase of 
about 0.2 percentage points. How can _ this 
phenomenon be explained? It is striking that a 
change in the productivity-output relationship could 
only be detected for the United States and the 
Federal Republic of Germany. It might be argued 
that manufacturing industry in these two countries 
relies more heavily than in the other nine countries 
on very long production runs which lead to consid- 
erable economies of scale. А significant and 
persistent fall in demand will therefore make these 
industries relatively more vulnerable to losses in 
efficiency, as plant can only be adjusted gradually to 
a lower scale of operation. This argument would of 
course, reinforce the importance of (high) output 
growth for (high) productivity growth. '°? 


Given the above _ relationships between 
employment and output and ignoring the lagged 
adjustment of employment to short-run changes in 
output, it is of considerable interest to ask at what 
rate of output growth employment in manufacturing 
industry would begin to rise. Since productivity 
growth is simply the difference between the growth 
rates of output and employment, this can be done by 
obtaining the implied relation between the growth 
rates of productivity and output from the basic 
model. '°° The coefficients of this relationship are 
shown in table 1.1.32 and a graphical illustration of 


‘the relationship is provided by chart 1.1.7. 


'*! There is one possible exception—Sweden—with a significant 
dummy on time. However, both the basic long-run coefficients on 
output and on the lagged employment variable are not significant 
and the result should therefore be treated with caution. 


_ ' The importance of a low rate of growth of demand and 
inadequate utilization of capacity in explaining the productivity 
slowdown in the US manufacturing industry has also been stressed 
in M.I. Nadiri, “Sectoral Productivity Slowdown”, American 
Economic Review, Papers and Proceedings, vol. 70 (No. 2), May 
1980, pp. 349-356, and M.I. Nadiri and M. A. Schankermann: 
“Technical change, returns to scale, and the productivity 
slowdown”, American Economic Review, Papers and Proceedings, 
vol. 71 (No. 2), Мау 1981, pp. 314-318. 


‚Тре function is derived as follows. The first step is to 
differentiate equation (1) above (footnote 89, p. 52) with respect to 
time: 

Фо е* = В, + В, 4, 
where e and 4 denote the growth rates of employment and output 
respectively. The intercept B, is simply the coefficient on the time 
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CHART 1.1.6 
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functions indicate the growth rates of output which 
are possible in the short run without increasing 
employment (see also column 3 of table 1.1.32). 
These rates are very high for Belgium, France and 
the Netherlands (6-7 per cent), somewhat lower for 
Austria, Finland, the Federal Republic of Germany, 
Italy, the United Kingdom and Sweden'™ (4—5 per 
cent) and relatively low for the USA (2 per cent). 


variable. As productivity growth is the difference between output 

growth and employment growth, it follows that 

fi)... p* = —B, + (1=B,)q. 

This is the implied short-run relationship between productivity 

growth and output growth, as both long-run coefficients B, and B, 

are assumed to constant. Note, however, that in this 

relationship “the lag of actual behind desired employment has 

been removed”. (See Е. Brechling and P. O’Brien, Joc. cit, p. 285.) 
194 With the caveat that the coefficient on output was only 

significant at the 10 per cent level. 


possible without increasing employment are given by 
the time-dependent coefficient B,. These fall in the 
range of 3-4.5 per cent in Austria, Finland, France, 
the Federal Republic of Germany and the Nether- 
lands, but are somewhat lower in the other countries 
(see column 1 of table 1.1.32). A very high time- 
dependent productivity growth rate is again 
indicated for Belgium (about 6 per cent). 


These are, of course, crude estimates which should 
only be taken as providing rough orders of 
magnitude. However, they do indicate that on the 
basis of the estimated relationships, the growth rates 
of output required to raise the level of employment 
in manufacturing industry are, in general, consid- 
erable. Moreover it can be seen in this context that 
low productivity growth, being itself a result of low 
output growth, is not favourable to an increase in 
employment. 
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CHART 1.1.7 


Implied productivity functions for total manufacturing industry, 1960-1979 


Annual growth 

rates of 

productivity (P) 
7 


а See notes to table 1.1.2. 


TABLE 1.1.32 


The implied relationship? between productivity growth and 
output growth in manufacturing industry; 1960-1979 


Coefficients 
Implied 
—B, (1-B,) output growth b 
Country (1) (2) (3) 
Austria 3.63 0.154 4.3 
Belgium . 5.82 0.072 6.3 
Finland . 4.50 —0.168 3.9 
France eS 4.30 0.260 5.8 
Germany, Federal 
Republic of . 9 0.370 5.0 
о ee 1519 0.676 3.7 
Netherlands 4.40 0.392 he? 
Norway . 0.40 0.716 1.4 
Sweden . ; 2.47 0.478 4.7 
United Kingdom . 1.98 0.556 4.5 
USA . ale: 1.69 0.197 2.1 
a P* = —B, + (1—B,)q, 


where p and q are the growth rates of productivity and output respectively. The 
coefficients which are derived from the employment model of table 5, are defined as 
follows: 
В, = d/\ —с and В, = b/\ —c 
This is the output growth rate which equilibrates output and productivity growth, 
given the employment functions of table 1.1.31. Rates of output growth larger than those 
in column 3 will lead, ceteris paribus, to higher levels of employment. 


№ denotes intersection with 45 degree line 


Annual growth rates of output (Q) 


(c) Differential productivity growth within 
manufacturing industry 


All the results reported so far refer to productivity 
developments for total manufacturing industry. In 
this section there is an examination of differential 
productivity growth within manufacturing industry. 


The main focus is on the following: 


The contribution of internal shifts in the branch 
distribution of employment to over-all produc- 
tivity growth in manufacturing industry; 

А cross-section analysis of the relationship 
between changes in productivity, output and 
employment. 


The analysis is based on the same 18-branch 
breakdown of manufacturing industry that has been 
used previously by the secretariat. '°* Annual data for 
the period 1968-1978 on output and employment in 
these 18 manufacturing industries were compiled for 


See: Economic Commission for Europe, “Changes in the 
structure of west European manufacturing industry in the 1970s”, 
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TABLE 1.1.33 


Growth rates of productivity (P) and output (Q) in manufacturing industry: 
direction of changes between 1968-1973 and 1973-1978 


eee 


HIGHER P/LOWER Q 


Belgium Clothing, footwear 
Finland Clothing, footwear 
Leather 
Basic metals 
Non-electrical machinery 
France . Wood, furniture 


Paper 

Petroleum and coal products 
Electrical machinery 
Transport equipment 


Germany, Fed. Rep. of Textiles 

Clothing, footwear 

Paper 

Printing 

Petroleum and coal products 
Rubber 


Electrical machinery 


Italy Clothing, footwear 
Basic metals 
Electrical machinery 
Transport equipment 

Netherlands . Clothing, footwear 


Non-electrical machinery 


United Kingdom Clothing, footwear 


Rubber 


Textiles 
Wood, furniture 


USA 


LOWER P/LOWER Q 


All branches for each country except those listed in the other three 
quadrants. 


ten of the standard 11 countries' in the previous 
sections. '°’ The average annual growth rates of out- 
put and productivity for 18 manufacturing branches 
in ten countries for the two periods 1968-1973 and 
1973-1978 are shown in table 1.1.36 (pages 61-62). 


Economic Survey of Europe in 1980, United Nations, New York, 
1981, pp. 185-224; and Economic Commission for Europe, 
Structure and Change in European Industry, United Nations, New 
York, 1977. 

16 Austria had to be omitted because it was not possible to 
compile data at the same level of detail as for the other ten 
countries. 

17 These time series differ, on occasion substantially, from the 
series used in the secretariat’s previous study (Economic Survey of 
Europe in 1980, chap. 4) owing to revisions of national statistics 
and additional information that became available during the year. 
In order to establish the long-term time series used in the previous 
sections it was necessary in a few cases, for reasons of consistency 
over time, to deviate from the definition of manufacturing 
industry used. in this section. The growth rates of productivity, 
output and employment are therefore not always exactly the same 
as those shown in sections Г and II. 


HIGHER P/HIGHER Q 


France . Tobacco 
Printing 
Rubber 
Germany, Fed. Rep. of . Leather 
Manufacturing n.e.s. 
Netherlands . Printing 
Norway Tobacco 
Printing 
LOWER P/HIGHER Q 
Italy Tobacco 
Sweden Leather 
Petroleum and coal products 
USA Electrical equipment 


The direction of change between the two periods in 
the growth rates of these two variables is summarized 
in table 1.1.33. Out of 180 cases (18 branches and 10 
countries) there are 145 (somewhat more than 80 per 
cent) for which the productivity growth rates for 
1973-1978 was below the 1968-1973 rate. The 
striking feature is that in 141 of these 145 branches 
the fall in productivity growth was accompanied by a 
decline in the rate of output growth. 


In contrast, there were only 35 branches (20 per 
cent) with higher productivity growth in the second 
period, '** which in 27 cases was achieved despite 
lower output growth. Nevertheless, these latter cases 
are exceptions to the general rule that there is a close 
positive association between the changes in growth 
rates of productivity and output. In any case, it is 
difficult to discern any systematic pattern for these 
27 exceptions. The most conspicuous case is clothing 


18 The productivity growth rates for paper (the Federal 
Republic of Germany) and wood, furniture (USA) were actually 
the same in both sub-periods. 
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TABLE 1.1.34 


Decomposition of changes in labour productivity in manufacturing industry (18 branches) 
(Annual average rate of change) 


SRN a Se I oP Oe aS ВИ a ee an а 


1968-19734 


1973-1978 Differences (1973-1978 — 1958-1973) 


у. у- Intra- Inter- 
Actual Apion Shift pet Actual pees Shift aon A ier sectoral р ый я 
ых С t TOW! effec 

Country yond fet а fat О ee ne eee 

Belgium . 22.5 smn сое: 821 7.78 0.22 0.21 4.29 3.10 0.58 0.01 -—3.92 —4.08 0.36 -0.20 

Finland) о а 4.02 3.76 0.23 0.03 2.13 1.83 0.31 —0.01 -—1.89 —1.93 0.08 —0.04 

Frances" 63. se See 4.88 4.84 0.10 —0.06 91 3.80 0.06 0.04 —0.97 -—1.04 —0.04 0.10 

Germany, Fed. Rep. of . 4.73 4.59 0.09 0.05 3.53 3.83 —0.16 —0.14 —1.20 -0.76 —0.25 -—0.19 

Italy) US es Os pee 3.91 3.55 0.57 —0.21 1.92 ТУТ 0.16 —0.01 —1.99 -—178 —0.41 0.20 

Netherlands. ...... 8.01 7.48 0.39 0.14 4.42 3.72 0.60 0.09 —3.59 —3.76 0.21 —0.05 

Norway? к’. Se 4.26 4.25 0.01 — -0.09 -0.12 0.15 —0.12 —4.35 —4.37 0.14 —0.12 

Sweden И 2.250% <= 4.81 4.68 0.19 —0.05 0.21 0.04 0.23 —0.06 —4.60 —4.64 0.04 —0.01 

United Kingdom... . . 3.43 3.38 0.04 0.01 0.52 0.39 0.14 —0.01 -—2.91 —2.99 0.10 —0.02 

Аи cy oreo 3.70 3.85 —011 —0.05 1.36 1.23 0.14 —0.01 —234 —2.62 0.25 0.04 

а France: 1970-1973. 

and footwear (six countries), a branch which has deteriorated, on occasion considerably.''° This 


come under increasing competitive pressure from the 
so-called “newly industrializing countries”. The 
remaining branches are more dispersed and in 
general each occurs in no more than two of the ten 
countries. 


On an individual country basis, it can be seen that 
about 25 per cent of these “deviations” are for the 
Federal Republic of Germany (seven branches), 
followed by France (five) and Finland and Italy 
(four). These deviations reflect the efforts undertaken 
in a few branches to rationalize production in the 
presence of absolute or relatively shrinking demand. 


The ranking of branch productivity growth rates 
changed considerably between the two periods 
1968—1973 and 1973-1978: nowhere is the rank corre- 
lation coefficient between the two rankings 
significant at the 5 per cent level. 


A notable feature of the differential productivity 
changes after 1973 is the fact that in nearly all 
countries at least one of the traditional unskilled 
labour-intensive industries (textiles, clothing and 
footwear, and leather) either maintained or consider- 
ably ee es its relative position in the productivity 

wth hierarchy. For example, textiles showed the 
ighest productivity growth of all the 18 branches in 
Finland ‘® and the USA and was among the highest 
branch growth rates in the Federal Republic of 
Germany (rank 3) Italy (5), Sweden (4) and the 
United Kingdom (6). A similar picture emerges for 
clothing and footwear (with the exception of Norway 
and Sweden) and leather (with the exception of 
Belgium, Italy and the Netherlands). 


The other branch which either maintained or 
reached a position at the top of the productivity 
growth ladder is electrical equipment (with the 
exception of Finland). In contrast, the relative 
position of chemicals, which during 1968—1973 had 
one of the highest productivity growth rates, 


® The growth rate of productivity for textiles was already 
relatively high in Finland before 1973. 


branch is likely to have been particularly affected by 
the loss of scale economies due to lower output 
growth. 


The importance of employment shifts within 
manufacturing industry 


The analysis of productivity growth by branches 
showed that there were large changes in the growth 
hierarchy after 1973. Employment in total manufac- 
turing declined absolutely between 1973 and 1978 in 
eight of the ten countries, ''' and rose, at annual rates 
of 0.4-0.5 per cent, in Italy and the USA. It is 
therefore interesting to estimate the contribution of 
the resulting changes in the allocation of labour 
between the different branches of manufacturing 
industry to changes in productivity. This was done 
for the periods 1968-1973 and 1973-1978 and the 
results are shown in table 1.1.34. (The method under- 
lying table 1.1.34 is the same as that employed for 

e decomposition of labour productivity changes for 
the total economy in table 1.1.28.) : 


The results suggest that in both periods movements 
of labour between manufacturing branches have had 
in general ate small impact on the change in total 
productivity. For the period 1968-1973 the largest 
contribution (about 15 per cent) was in Italy; a 
similar proportion for 1973-1978 is found in 
Belgium, Finland and the Netherlands. The major 
exception is Sweden, where virtually all of the very 
low productivity growth (0.2 per cent per annum) 
between 1973 and 1978 is due to the shift of labour 
to branches with higher productivity levels. A 
relatively important shift effect also in the presence 
of relatively low productivity growth after 1973, is 
also found in the United Kingdom. 


There are two countries with a negative shift effect, 
the USA (1968-1973) and the Federal Republic of 


“© The major exception is Italy. 
‘In fact, employment had already declined between 1968 and 


1973 in the Netherlands and the United Kingdom, while it 
stagnated in Sweden. 
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TABLE 1.1.35 


Linear regression of branch productivity growth (P) on output growth (©) in ten countries“ 


1968—1973 


Regression coefficients 
аб зе 


а b 


Belgium 


2.46 0.60 
’ (3.24)* (7.45) 
Finiand . . 1.84 0.27 
(1.58) (2.21)** 
France? . 0.05 0.75 
(0.05) (4.98)* 
Germany, Fed. Rep. of . 2.32 0.42 
(4.19)* (4.10)* 
Italy < . 2.14 0.18 
(1.27) (0.62) 
Netherlands< . . 14.12. 0.51 
(5.61)* — (4.84)* 
Norway? . . 1.43 0.68 
(1.71) (6.61)* 
Sweden. . 5.29 —0.05 
(6.92)* (—0.32) 
United Kingdom¢< . 1.39 0.68 
(3.80)* — (5.92)* 
USA. 1 9.48 0.35 
(3.45) (2.18)** 


1973-1978 


Regression coefficients 


a b R? SEE 

0.78 1.81 3.53 0.55 0.56 1.94 
(7.70) (447) 

0.23 2.07 1.75 0.43 0.23 2.11 
(3.20)* (2.16)** 

0.62 1.90 2.40 0.46 0.64 0.90 
(8.11)*  (5.17)* 

0.51 1.48 401 -013 0.02 1.55 

(10.45)* (-—0.63) 

0.03 2.39 0.34 0.62 0.65 0.61 
(1.09) — (5.05)* 

0.63 2.18 3.53 0.30 0.26 2.00 
(1.03)* (2.21)** 

0.76 251 — —0.34 0.47 0.27 2.22 
(0.58) — (2.29)** 

0.01 2.28 0.45 0.16 0.03 2.67 
(0.65) (0.74) 

0.71 0.88 1.14 0.68 0.61 1.03 
(3.74)* (4.64)* 

0.23 1.23 0.20 0.72 0.46 1.47 
(0.45)  (3.67)* 


а The equation estimated is Р; = a + b Q;, where Р; and О; are the compound growth rates of productivity and of output in branch i (i = 1...18). Coefficients 


significant at | per cent are indicated by one asterisk, at 5 per cent by two. 
Ь 1970-1973 instead of 1968-1973; 17 branches (excluding rubber). 
¢ 16 branches (excluding tobacco and petroleum and coal products). 
416 branches (excluding leather and rubber). 


Germany (1973-1978), although in both cases its 
importance is small. 


In general the relative contribution of the shift 
effect increased slightly in the period 1973-1978, 
which means that changes in the, structure of 
manufacturing employment cannot help to explain 
the decline in productivity growth after 1973 (see last 
four columns of table 1.1.34). The exceptions are the 
Federal Republic of Germany and Italy, where the 
net re-allocation of labour to industries with higher 
productivity either ceased between 1973 and 1978 
(Federal Republic of Germany) or slowed down 
considerably (Italy). In both countries this effect 
accounts for about 20 per cent of the difference in 
total productivity growth between 1968-1973 and 
1973-1978. 


Productivity growth and output growth 


The statistical evidence presented above confirmed 
the positive association between changes in total 
productivity and total output in manufacturing. Does 
this association continue to hold across the individual 
branches of manufacturing industry? 


There are, in fact, a number of reasons why the 
cross-sectional relationship between productivity and 
output growth might have become less strong or even 
have vanished after 1973.''? One reason is that 


um See: Р. В. W. Rayment, “Structural Change in Manufac- 
turing Industry and the Stability of the Verdoorn Law”, Economia 
Internazionale, vol. XXXIV, No. 1 (1981), р. 119. 


branches facing declining growth rates of demand or 
even absolutely falling levels of output are forced to 
rationalize production by reducing labour input 
absolutely and introducing modern technology. This 
applies especially to the traditional unskilled labour- 
intensive industries (textiles, clothing, leather) which 
were found to exhibit in general particularly fast 
productivity growth over the period after 1973. 


The linear regression of productivity growth on 
ee growth, by branch, for the period 1968-1973 
and 1973-1978 is shown for each of the ten countries 
in table 1.1.35. In general the relationship holds 
fairly well for both periods. ''? There are two major 
exceptions in the period 1968-1973: there was no 
significant relationship at all between the two 
variables in Italy and Sweden. This suggests that the 
role of increasing returns to scale in these countries 
was rather weak in this period.''* It should also be 
noted that for France, a simple ¢-test reveals that for 
1968-1973 the coefficient on output is not signifi- 
cantly less than one, an indication that on average all 


'з For the period 1968-1973, the regression coefficients on the 
output variable are significant at the 1 per cent level in six 
countries and at 5 per cent in a further two. In the second period 
the same coefficient is significant at 1 per cent in five countries and 
at 5 per cent in three. For the United States the fit of the equation 
in the first period can be improved significantly by the exclusion 
of the “tobacco” and “rubber” branches—the coefficient on 
output is then significant at one per cent and the R? rises to 0.40. 

'4The Spearman rank correlation coefficient between the 


growth rates of output and productivity in the 18 branches is 0.04 
(Italy) and —0.09 (Sweden). 
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output gains were achieved without raising 
employment. However, it can be seen that the corre- 
lation. between productivity growth and output 
growth is far from perfect and the measured 
relationship is therefore not a statistical illusion 
based оп a regression of output growth on itself. |’ 


In the second period, 1973-1978, the relationship 
holds in eight of the ten countries. The exceptions are 
Sweden, again, and the Federal Republic of 
Germany. However, it now holds rather strongly in 
Italy. The relationship is rather weak for Finland (as 
in the earlier period) and appears to have lost much 
of its strength in Norway and the Netherlands, as can 
be seen from the considerable fall in the coefficient 
of determination. In contrast, the relationship 
appears to have strengthened in the USA. However, 
as in France for the period 1968-1973, the regression 
coefficient on output is not significantly different 
from one. ''° 


The regression coefficients on output—in those 
cases where they are signifiant in both sub-periods— 
have remained virtually unchanged in Belgium and 
the United Kingdom, suggesting a very stable 
relationship between productivity growth and output 
growth. The coefficient has fallen in the second 
period in France, the Netherlands and Norway, but 
rose in Finland (slightly) and in the USA. 


A formal test''’ of the stability of the relationship 
between productivity growth and output growth 
indicated no significant shift in either the intercept or 
the coefficient on output in Belgium, Finland, the 
Netherlands, Norway and the United Kingdom. For 
France and the USA the dummy variables indicate 
no significant change in the coefficient on output, 
whereas the intercept has moved significantly 
upwards in France and downwards in the USA. 


There are a number of differences in the regression 
coefficients for the two periods; however, only in two 
cases (namely, the intercepts in the equations for the 
USA and France) are sufficiently large to support the 
hypothesis of a “structural change”.''® There is an 


и; This would occur in the case of zero employment growth, 
which is not the case here. The arithmetic average of the 
individual branch employment growth rates is 1.54 with a 
standard deviation of 2.03. 


"6 As in the case of France, the coefficient of determination is 
not very high (0.46), which suggests that the regression is not a 
spurious one. The interpretation is therefore that employment, on 
average rose less than proportionally in branches which showed 
relatively fast rates of output growth. 


' This was done by pooling the observations for the two 
periods and introducing dummy variables, which allow the 
coefficients to change in the 1973-1978 period, i.e. 

P=a,+b,Q+a,D + b, (D.Q) 
where D is a dummy variable with a value of zero for the period 
1968—1973 and 1 for the period 1973-1978. The coefficients a, and 
b, indicate whether or not there has been a significant change in, 
respectively, the intercept and the coefficient on output growth. 


"* The relationship between productivity growth and output 
growth can also be studied by looking at its mirror image, the 
association between employment growth and output growth. 
Clearly, ГР = a + b О and Е = О — P then it follows that Е = 
—а + (1-5) Q A significant relationship between productivity 
growth and output growth implies, in general, that there is also a 
significant association between changes in employment and 
changes in output. There are, however, two exceptions. If the b 
coefficient is not significantly different from 1 then the (1-6) 


obvious change in the relationship in the Federal 
Republic of Germany and in Italy in that it was 
found to exist in only one of two periods examined. 
These non-significant relationships (and including 
those in Sweden) are probably explained by the 
factors already mentioned, namely the exceptional 
efforts of traditional labour-intensive industries to 
rationalize production in the presence of low 
demand and increased competition from abroad, and 
the difficulty in some branches of adjusting the 
existing production technology to a lower level of 
output. 


Conclusion 


The results of the analysis presented here suggest 
that the relationship between the growth of produc- 
tivity and of output has not changed very much and 
that in general a relatively large proportion of the 
inter-industry variation in productivity growth can be 
explained by differences in output growth. Both the 
inter-industry analysis and the time-series analysis 
for total manufacturing suggest that the deceleration 
of productivity growth since 1973 is closely 
associated with the widespread fall in the rates of 
growth of manufacturing output.'!? More precisely, 
the underlying assumption of the statistical analysis 
of this note is that the direction of causation is 
basically from output growth to productivity, 
although there may well be feed-back effects from 
the latter to the former. However some economists 
do argue that the chain of causality can work in the 
opposite direction and indeed this would seem to be 
implicit in the policies of some governments which 
are attempting to stimulate output growth by acting 
directly on certain “supply-side” problems, such as 
inadequate investment in modern plant and 
equipment and in research and development. It may 
also be the case that a low rate of growth and falling 
profits can increase the pressure on enterprises to 
raise productivity and reduce costs, the alternative 
being bankruptcy. The exceptional rates of produc- 
tivity increase that have been noted above in a 
number of traditional labour-intensive industries 
since 1973 may be evidence of such a response; but 
they could also represent a temporary acceleration in 
productivity growth due to high rates of closure of 
the more inefficient enterprises or a once-and-for-all 
effect due to government subsidies for investment or 
increased protection from imports. 


(vii) Investment trends and potential output growth 
in manufacturing industry 


During the current period of stagflation there has 
been a substantial decline in real fixed capital 
formation. Table 1.1.37 compares the post-1973 years 


ee НИИИИИИИИ 
coefficient will not be significantly different from zero whereas a 
b-coefficient which is not significantly different from zero implies 
that (1-5) is not significantly different from 1. The latter is the case 
for the Federal Republic of Germany in 1973-1978 and for 
Sweden in both periods; the former case applied to France (1968— 
1973) and the USA (1973-1978). 


'’А similar conclusion based on а micro-based study of 
Swedish industry is reached by Bo Carlsson Technical Change and 
Productivity in Swedish Industry in the Post-War Period, Industrial 
Institute for Economic and Social Research, Stockholm, 1980. 
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TABLE 1.1.37 


Compound growth rates of real gross domestic fixed capital 
formation in total economy and manufacturing industry 
(Per cent, per annum) 
ИЕ УИ НР 


Total economy Total manufacturing 


1960-1973 1973-1981 1960-1973 1973-1980 


AUIS UTA alka tartare а 18 4.34 — а 
Ве к Ан | 0.9 Did —2.0 
IDEN Market een, lee ee ев 7.2.0 —5.0 ее 
а ИЗ —0.6 3.9 2.8 
Тб 0.4 6.84 1.76 
Сегтапу, 

Federal Republic of 4.4 0.9 3.4 2 
ЕАО = кб 10.0 4.0 ня их 
а А самы Fe) 0.9 4.19 —1.]а 
NethenandSiw es oe 5 57 —1.0 5.9¢ ].7 < 
а oe. le ао OLS 33 Sa], 5.0 
МЕС sag ue ACS —0.7 4.0 —1.6 
А ae ee ee en С, —0.7 YF: 
Unitedikinedom! . © +59" 4464.5 —0.9 HES 0.6 
Western Europe 

(weighted average)? . . . 5.6 0.3 4.8 0.2 
Сапа а За бьет 9-1 2.9е es 
С Ао 6265 —0.4е 44 4.5 

(5.4)f (0.47 


Sources: National statistics; OECD, National Accounts, Paris; and secretariat 
estimates. 

а Mining and manufacturing. 

> Mining, manufacturing and utilities. 

с Industry, including construction. 

d{ndividual country weights correspond to the 1975 share in total west European 
gross domestic fixed capital formation. National data were converted into US dollars by 
the average exchange rate for 1975. 

е 1973—1980. 

/ Gross private fixed capital formation. 


with the period 1960-1973 and provides an 
impressive illustration of the decline of investment 
activity. In fact, in a number of countries there has 
even been an absolute fall in the level of fixed invest- 
ments. For western Europe as a whole, the average 
annual growth rate of gross fixed capital formation in 
the total economy is estimated to have fallen from 
5.6 per cent for 1960-1973 to a level which is just 
above stagnation, namely 0.3 per cent. For total 
manufacturing industry the corresponding decline is 
from 4.8 per cent before 1973 to 1.2 per cent after. '’° 


A similar development for the total economy has 
occurred in the United States, where the average 
growth rate of investment dropped from 4.5 per cent 
to —0.4 per cent. However, in contrast to the general 
development in western Europe, there was no decline 
in the pace of fixed capital formation in manufac- 
turing industry. 


A major reason for this decline in investment can 
be found in the lower profits and falling rates of 


129 The only exception to this common pattern is Norway, where 
there was an increasing rate of growth of real fixed investment 
after 1973. The data available up to 1979 on investments by type 
of good suggest that this trend seems to be strongly influenced by 
the development of investment in non-residential buildings. 


return caused by low rates of growth of demand and 
by rapidly rising wage costs. Increased government 
regulation concerning environmental and health 
protection, for example, may have also played a role 
although its impact was probably small. In recent 
years there has also arisen a backlog of investment 
projects, mainly in the field of nuclear energy and 
transport, owing to lengthy and complicated legal 
procedures designed to protect the public interest 
and to take into account the views of the citizens 
concerned. '?! 


The low rate of investment growth is a matter of 
great concern as the accumulation of physical capital 
plays an important role in promoting output growth 
and hence in raising employment. It is also evident 
that for the widely recognized need for structural 
adjustments in the western economies, investment in 
new machinery and equipment play a central role as 
they embody technological progress and are the 
vehicle by which the pattern of goods produced can 
be “adjusted” to changing demand. However, capital 
is only one of the factors determining the total 
productive capacity of an economy and to establish 
the extent to which the growth of this has also 
decelerated after 1973 requires a broader approach. 


It was observed above that the decline in output 
growth was also accompanied by falling rates of 
employment growth. Given the rapidly rising 
numbers of unemployed, it is natural to ask what the 
level and growth of output would have been had the 
labour force been fully employed and all production 
factors utilized at their normal rate. The gap between 
this potential output and the actual level can be 
taken as a comprehensive measure of the rate of 
capacity utilization of a// factors of production taken 
together. 


To measure the size of the gap between actual and 
potential output is important because it is an 
essential ingredient in the analysis of macro- 
economic policies designed to lower the rates of 
inflation’? and of unemployment. Moreover, the 
large increase in energy prices in the 1970s has led to 
conjecture that part of the existing capital stock has 
become obsolete, with a consequent loss of 
productive capacity. '** If this is true, then economies 
would be operating at a higher level of capacity utili- 
zation than would appear from the commonly used 
measures of capacity. However, the size of the effect 
of the rise in energy prices on potential output is still 
a matter of controversy. Although the rise in the 


' The value of these blocked investment projects regarding 
power plants and highway construction is estimated to have been 
about 25 billion Deutschmarks in the Federal Republic of 
Germany in 1977. See Jahresgutachten 1977/78 des Sachverstdn- 
digenrates zur Begutachtung .der gesamtwirtschaftlichen  Ent- 
wicklung, Ziffer 282. 

122 For the Deutsche Bundesbank, for example, the estimated 
change in the potential output of the whole economy is one of the 
major elements in the determination of its yearly monetary target. 
See: “Neuberechnung des Produktionspotentials fiir die Bundes- 
republik Deutschland”, Monatsberichte der Deutschen Bun- 
desbank, October 1981, pp. 32-38. 

123 See В. H. Rasche and J. А. Tatom: “The Effects of the New 
Energy Regime on Economic Capacity, Production and Prices”, 
Federal Reserve Bank of St. Louis Review, Мау 1977, pp. 2-12, and 
by the same authors: “Energy Resources and Potential GNP”, oc. 
cit., June 1977, pp. 19-24. 


64 Western Europe 
Rt On ee i 


relative price of energy has probably made some 
energy-intensive capital goods obsolete, there has 
also been a corresponding fall in the relative price of 
labour, which implies that “older-vintage”, labour- 
intensive capital goods will have become more 
profitable. '* The net effect of these factor substitu- 
tions on potential output growth is still not clear. '*° 


To shed some light on the development of 
potential output and the size of the output gap after 
1973 the secretariat has made estimates of potential 
output in manufacturing industry in nine countries 
for the period 1960-1979.'* The choice of the 
manufacturing sector rather than the total economy 
was partly determined by more readily accessible 
data, but it can also be justified by the importance 
this sector has for the level of activity in the rest of 
the economy’ and by the fact that manufacturing 
output exhibits stronger cyclical variations than 
output for the whole economy. 


As potential output, or its counterpart, the rate of 
capacity utilization, is not something that can be 
directly observed, it is hardly surprising that there 
exists several concepts and methods of measure- 
ment. '2* 


The estimation method applied here relates output 
to factor inputs by a production function. A special 
feature of the approach chosen is that it takes energy 
explicitly into account as one of the factors deter- 
mining the level of output. The measure of output 
used therefore includes the (real) value of energy 
input as well as the value added by the primary 
factors of production, capita! and labour. 


It was assumed that there are constant returns to 
scale implying that a proportional increase in all 


124 See, e.g. E.R. Berndt and О. О. Wood: “Engineering and 
Econometric Interpretations of Energy-Capital Complemen- 
tarity”, The American Economic Review, vol. 59, No. 3, June 1979, 
pp. 342-354, especially p. 351; and J. W. Gunning, M. Osterrieth 
and J. Walbroeck: “The price of energy and potential growth of 
developed countries: An attempt at quantification”, European 
Economic Review, vol. 7, Мо. 1, January 1976, рр. 35-62, especially 
pp. 40-41. 

125 Recent research suggests that the increases in energy prices 
have had only a modest negative impact on the level and growth 
of potential output, see J. R. Berndt and J. C. Morrison: “Capacity 
Utilization Measures: Underlying Economic Theory and an Alter- 
native Approach”, The American Economic Review, Papers and 
Proceedings, vol. 71, No. 2, May 1981, pp. 51-52; and G. Perry: 
“Potential Output and Productivity”, Brookings Papers on 
Economic Activity, No. 1, 1977, р. 43; and J. W. Gunning et al., op. 
сй.. The results of this research contrast with the findings of 
Rasche and Tatom, who estimate that the energy price rise has 
had a sizeable effect on potential output in US manufacturing 
industry and the private business sector. See В. Н. Rasche and 
J. A. Tatom, op. cit. 


"6 Austria, Finland, France, the Federal Republic of Germany, 
Italy, Norway, Sweden, the United Kingdom and the United 
States. The series for Austria, France and Italy include mining 
activities. The series for Norway is for manufacturing, mining and 
construction, but excludes the extraction of crude oil and natural 
gas. 

127 See above, section (vi). 


See e.g. L. J. Christiano: “A Survey of Measures of Capacity 
Utilization”, IMF Staff Papers, vol. 28, No. 1, 1981, pp. 144-198; 
and Е. В. Berndt and C.J. Morrison: “Capacity Utilization 
Measures: Underlying Theory and an Alternative Approach”, The 
American Economic Review, Papers and Proceedings, vol. 71, 
No. 2, May 1981, pp. 48-52. 


inputs entails a proportional change in manufac- 
turing output. Given this condition, the sum of the 
respective output elasticities of the three inputs 
(labour, capital and energy) is equal to one and there 
is unitary elasticity of substitution between factor 
inputs. '”” 


In order to estimate the level and growth of 
potential output the actual values of output and the 
three inputs were used to estimate the parameters of 
the production function. The next step was to obtain 
the “full-employment” levels of labour, capital and 
energy for the years 1960-1979; these values were 
then entered into the estimated production function 
in order to calculate potential output. 


Potential labour input for manufacturing industry 
was estimated following a method suggested 
elsewhere. '*° Briefly, the procedure is to construct 
first a cyclically adjusted series of employment and 
then to make an adjustment for the fact that part of 
unemployment is not due to a shortfall in demand 
but is “frictional” or “structural”. '*! 


In principle potential energy demand could be 
estimated using a procedure similar to that for 
deriving potential labour input. However, owing to a 
lack of proper cyclical variables and the difficulty of 
pinpointing a proper benchmark for them, this 
approach was not feasible. Instead, potential energy 
input, that is, energy input corresponding to the full- 
employment level of economic activity, was obtained 
indirectly by deriving the demand equation for 
energy from the production function and assuming 


29 The corresponding Cobb-Douglas production function can 
be written as follows: 


О, =А.Г, “(К; К, 46 - Е, с - её! where 

О, = output, ie. the sum of real value added and final energy 
consumption in manufacturing industry. 

L = labour input (in terms of hours worked). 

Е = energy input (in terms of oil equivalents). 


К = capital stock utilization rate, defined as — where U is 


the rate of unemployment in total economy. 

g = trend growth rate of output due to technical change. 
The parameters a, b and с are, respectively, the output elasticities 
of labour, capital and energy. These elasticities were calculated as 
the average shares of the three inputs in total output over several 
She The other two parameters, d and g, were estimated statisti- 
cally. 

"0 J. В. Artus: “Measures of Potential Output in Manufacturing 
for Eight Industrial Countries, 1955-1977”, IMF Staff Papers, vol. 
XXIV, March 1977, pp. 3 and 14. 


'*! More explicitly, this was done by estimating the following 
equation which allows a cyclically adjusted series of employment 
to be obtained: 

log L=a,+at+a,? + af + a,U 
where L = employment in manufacturing (in man-hours) 
О = rate of unemployment in total economy 
‚  ¢ = time variable. 
Given the parameters of the above equation potential labour input 
(L*) at cyclical peaks was calculated by replacing the actual 
unemployment rate by a minimum or “full-employment” rate of 
unemployment. The values for potential labour input between 
cyclical peaks were obtained by fitting log-linear time trends 
between the peak values of L*. For Norway a somewhat different 
procedure had to be chosen because the variations in the rate of 
unemployment were too small to allow a reliable cyclical 
adjustment of the employment series. For this country, the full- 
employment labour force was obtained by fitting log-linear trends 
through the cyclical peaks in the annual data for employment. 
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that at potential output the relative price of energy is 
equal to its actual price. !*? 


Table 1.1.38 compares the estimated average 
annual growth rates of potential output and potential 
labour productivity, respectively, for the two periods 
1960-1973 and 1973-1979. The general feature is a 
decline in the growth rates of both variables in the 
latter period. '** It appears that for the explanation of 
this decline in potential output growth the slowdown 
in the rate of growth of the full-employment labour 
force (in terms of hours worked) played а relatively 
important role only in Finland, the Federal Republic 
of Germany and Italy. 


TABLE 1.1.38 


Compound growth rates of potential output (Q), potential labour 
input (L) and potential labour productivity (P) in manufacturing 
industry 


(Per cent, per annum) 


Country 1960-1973 1973-1979 
Austria 2 Q 5:5 4.9 
| —12 —0.8 
Р 6.8 SH! 
Finland Q 6.9 4.3 
L 1.2 0.6 
P 5.6 3.7 
France? Q vst, 6.4 
IE —0.2 —0.2 
Р 7.9 6.6 
Germany, Fed. Rep. of . О 5:5 2.9 
L ГУ —2.3 
Р 6.9 5.3 
Italy? . Q 6.5 37 
L —0.5 =) 
р 7.0 5.1 
Norway? . Q 4.0¢ 3.9 
if 1.0 0.1 
P 3.0 3.8 
Sweden Q 4.54 2.9 
js —1.7 = 
Р 6.3 4.7 
United Kingdom . Q 3.7 0.2 
il —1.7 —1.3 
Р 5.5 15 
United States Q 3.8 3.4 
L 1.0 1.1 
P 2.8 2.3 


а Mining and manufacturing. 

6 Mining, manufacturing and construction, but excluding extraction of crude oil and 
natural gas. 

с 1962-1973. 

4 1963-1973. 


132 See В. Rasche and J. Тают: “Energy Resources and 
Potential GNP”, Federal Reserve Bank of St. Louis Review, June 
1977, pp. 14 and 17. Assuming profit maximization, the demand 
function for energy implied by the Cobb-Douglas production 
function is 

Е =c. Q.(PE/PQ)""', 
where PE and РО are the prices of energy and output respectively. 
The energy price index was constructed as a Divisia price index of 
different forms of energy based on information from OECD 
(Energy balances and unpublished price series) and different 
national sources. The output price index is the implicit GDP 
deflator. } 

33 The only exception is Norway with a virtually unchanged 
rate of potential output growth. There was a fall in the growth of 
potential labour input and a corresponding acceleration in the 
growth of potential labour productivity. 


The effect of the rise in the relative price of energy 
is estiinated to have pulled down the potential output 
growth after 1973, on average by 0.3 to 0.5 
percentage points. The negative impact was 
somewhat higher in Finland and Sweden (about 
1 percentage point per annum). Declining rates of 
capital formation (with the exception of Norway and 
the United States) is the other general factor behind 
the slowdown of potential output growth. This latter 
factor was particularly important in Finland, France, 
the Federal Republic of Germany and Italy. In the 
United Kingdom most of the slowdown can be 
attributed to a sizeable fall in the trend growth rate 
of technical progress. 


In assessing these estimates of potential output and 
the relative importance of the factors contributing to 
the deceleration of potential output growth it should 
be borne in mind any the results reported here rest 
on the basic assumptions underlying the production 
function, notably with regard to the assumption 
regarding capital-energy substitutability. However, in 
general the results obtained appear to be quite 
reasonable, though the estimation method and the 
quality of the data used can certainly be improved. 


Chart 1.1.8 depicts the estimated annual values for 
potential output together with the actual output 
levels attained by manufacturing industry for the 
period 1960-1979. They also show rough extrapol- 
ations of the estimated series to 1980 and 1981. It can 
be seen that in all countries manufacturing industry © 
was operating at or near to full-employment capacity 
in 1973. The world recession in 1974-1975 then led 
to a sizeable drop in actual output. As potential out- 
put did not fall correspondingly, the general 
consequence was the creation of a relatively large 
“output gap”. By 1979 this gap had narrowed only in 
the Federal Republic of Germany, Italy and the 
United States; in France, Norway and Sweden it had 
increased. The extrapolations indicate that in the 
current recession (1980-1981) capacity utilization 
rates have fallen further in all countries. Against this 
background the low level of investment activity after 
1973 would appear to be mainly a reaction of ~ 
industry to unemployment and idle capacity. 
Certainly, lower investment growth cuts both ways: 
on the one hand it has a negative effect on the total 
capacity available to produce goods and services; on 
the other hand, it simultaneously affects the level of 
actual output and, hence, the rate of capacity utili- 
zation. 


(viii) Prospects and policies 


The short-term outlook 


According to official national forecasts, the 
prospect for western Europe in 1982 is for only a 
gradual and hesitant recovery of output: for 
13 countries the aggregate rise in GDP is likely to be 
just under 1.5 per cent which is less than the growth 
rate in 1980, the first year of the current recession 
(see table 1.1.4 above). The main support to growth 
is expected to come from the upturn in the stock 
cycle which should account for about half of the 
increase in output in 1982. Unlike the recovery year 
(1976) of the previous recession, investment is 
forecast to fall in 1982 (for the second year running): 


Western Europe 


CHART 1.1.8 


Actual and potential output in manufacturing industry in western Europe and the United States, 1960-1981 


(Index numbers, semi-log scale) 


60 61 62 63 64 65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 


АНИ 
а В В NA Es ЕЕ 


АЕ НЫ 
КАИ Вер 


SACS А es 


Germany FR. 


(1969 = 100) 


Cae Go oe вание | 
BE 4ne 
a 


eT TTT 


(1970 = 100) 


ee 


“Beagr 


60 61 62 63 64 65 66 67 68 69 70 71 72 73 74 75 76 77 78 79 80 81 


(1968 = 100) 


GEE H+ 


| за ГЫ 
КНЕЕННН 
о asia Г 


60 61 62 63 64 65 66 67 68 69 70 71 72 73 74 75 76 77 78 78 80 B81 


ANZ TTT 
| 


4 The estimates for 1960 to 1979 are based on the production function described in the text; those for 1980 and 1981 are based on extrapolations from this function. 
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fixed investment in residential construction 15 
particularly weak, the usual impact of a recession on 
this sector having being amplified by high real rates 
of interest and, in many countries, by public expen- 
diture cuts. But investment in plant and equipment is 
also weak with absolute declines forecast in the 
Federal Republic of Germany, the Netherlands, 
Norway, Sweden and Switzerland. The only 
countries where total gross domestic capital 
formation is expected to rise in 1982 are Denmark, 
France and the United Kingdom due in all three to 
non-residential investment—but in these countries 
investment had already fallen sharply in 1981 and, 
for Denmark and the United Kingdom, also in 1980. 
Consumers’ expenditure should recover slightly in 
1982, mainly as a result of lower inflation, but the 
contribution to growth from government expenditure 
and the foreign balance will be smaller than in 1981. 
Exports of goods and services are expected to rise in 
real terms by just over 4 per cent but there will also 
be a sharp turnround in the volume growth of 
imports, so that the net effect on GDP growth is 
quite small. 

At the rates of output growth forecast for 1982, 
unemployment will continue to rise: for the 13 west 
European countries considered here the weighted 
average annual rate of unemployment is likely to rise 
from just under 7 per cent in 1981 to just over 8 per 
cent in 1982. But in spite of the continued slack in the 
west European economy the rate of inflation still 
shows only a gentle rate of decline, from an average 
of about 11 per cent in 1981 to some 9.5 per cent in 
1982. 

In the United States the official forecast is for a 
3 per cent rise in GNP between the fourth quarters of 
1981 and 1982. However, much uncertainty arises 
from doubts as to whether the latest budget 
proposals will be approved by Congress and as to the 
outcome of the conflict between an expansionary 
fiscal policy and a tight monetary policy. This now 
appears likely to make real interest rates high for 
some time to come and in turn this could lead to a 
sharper fall of output in the first half of 1982, and to 
a slower recovery in the second half, than is officially 
expected. Non-official forecasts in the United States 
for the year-on-year change in real GNP in 1982 
range from —1 to +2 per cent, while the OECD’s 
December forecast is for a decline of half of 1 per 
cent. At the beginning of 1982 there are signs that the 
fall in output may well be turning out to be sharper 
than expected: in January industrial production fell 
3 per cent, taking the index below the lowest point of 
the 1980 recession. Unemployment is expected to rise 
from 7.5 per cent in 1981 to nearly 9 per cent in 1982, 
while the inflation rate (consumer prices) should 
drop from 10.5 per cent to some 7-7.5 per cent. 

It is the slow progress in reducing inflation that 
ultimately explains the expectation of a slow and 
hesitant pace of recovery from the present recession. 
The majority of governments still regard the 
reduction of inflation, to levels considerably below 
those existing at present, as their overriding 
objective. Although the rising levels of 
unemployment (particularly among men in the 
central age groups) are increasing the pressures for 
giving greater priority to the reduction of 
unemployment, the basic stance of policy has so far 


remained unchanged in most west European 
countries. In the Federal Republic of Germany, the 
Federal Government has proposed a DM 12.5 billion 
ra ae to reduce unemployment which would 
probably give a short-run fiscal stimulus to ‘the 
economy (higher value added taxes to finance the 
higher expenditure would only be introduced in a 
year’s time). The key part of the programme, which 
will depend on the higher value added taxes being 
approved by the Lander governments, is a special 
investment grant (worth 10 per cent of the cost of 
investment in new machinery and buildings in 1982), 
but only that part of investment above the average of 
investment spending in the last three years is eligible 
for the grant. However, doubts have been expressed 
as to whether, in the present economic climate, such 
an incentive will be sufficient to stimulate investment 
by the amount desired by the government. 

Elsewhere in western Europe there has also been 
greater emphasis on job-creation and _ training 
schemes, particularly for youths, but monetary policy 
remains tight and the continuing concern over the 
size of general government deficits in relation to 
GDP could in fact lead to some further tightening of 
fiscal policy in 1982. 

The one country where there has been a clear 
move towards fiscal expansion is France, where the 
new administration has embarked on a policy of 
stimulating effective demand in order to reduce 
unemployment. The programme, which got under 
way in June, includes increases in minimum wages 
and improved family and other allowances, the 
expansion of public sector employment, and support 
to business investment and residential construction. 
In 1982 this expansionary policy is to continue but 
with still greater emphasis on stimulating investment. 
The risks of such a policy are that domestic capacity, 
affected (as elsewhere in western Europe) by several 
years of low growth, will be unable to increase 
supply in line with demand with the consequence 
that the external deficit and inflation will be greater 
than anticipated. In order to reduce these risks the 
government aims to prevent the rise in wages and 
salaries from rising faster than the current inflation 
rate and last October introduced a number of 
selective price freezes (mainly on services, key 
foodstuffs, and on the absolute value of importers’ 
margins) in order to assist the process of deceler- 
ation. 

One of the major current concerns of west 
European policy makers is with the international 
repercussions of high and volatile interest rates in the 
United States. Last year these led to a sharp appreci- 
ation of the dollar which in turn led to a rise in 
European interest rates. Governments considered 
that the short-run risk of a stimulus to the wage-price 
spiral from the exchange rate outweighed, in present 
conditions, the medium-term benefit of increased 
international competitiveness. European policies are 
not of course determined only by conditions in the 
United States: interest rates were already high in 
Europe as a result of high inflation rates and large 
government deficits, but the rise in United States’ 
interest rates has undoubtedly added to the pressure 
on European rates and reduced European govern- 
ments’ room for manceuvre. If the changes in current 
account balances (strengthening in the Federal 
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Republic of Germany and Japan, weakening in the 
United States) occur as expected, then a possible 
weakening of the dollar in the second half of 1982 
might reduce the impact of the United States— 
European interest rate differential on capital flows 
and hence on European interest rates. But at present 
interest rates in the United States are likely to remain 
high and these will help to maintain high real rates in 
western Europe. 


Stagflation and present economic policies 


The economies of the western industrialized 
countries have now been in recession for two years. 
An important consequence of the present weakness 
in productive activity is that unemployment has risen 
to levels higher than at any time since the second 
world war, including the 1974-1975 recession. 
Another feature of the latest slowdown is that, after 
the flare up of inflation in 1979-1980, following and 
accompanying the upsurge in world commodity 
prices, inflation has decelerated only a _ few 
percentage points to around 10 per cent where, for 
the time being, it seems to have bottomed out. A 
somewhat better understanding of present policy 
issues might be obtained by looking at the present 
recession, and the problems it raises for economic 
policy, against the background of developments 
throughout the 1970s. 


The whole period of 1972-1981 is marked by very 
high inflation rates accompanied Бу increased 
margins of unused productive capacity. There were 
two periods, in 1973-1974 and in 1979-1980, immedi- 
ately following the commodity price explosions, 
when inflation actually accelerated while 
unemployment rates were also rising. Chart 1.1.9 
depicts annual inflation rates and unemployment 
rates for thirteen west European countries since 1971 
and forecasts for 1982. It clearly shows that the first 
inflationary cycle of 1972-1978 is now being followed 
by another, which started in 1979 from a consider- 
ably higher level of unemployment and inflation 
than the previous one in 1972. (As a comparison a 
similar description of the United States is also given 
in chart 1.1.9.) The chart makes quite explicit two 
different aspects of the stagflation phenomenon 
which, from a policy point of view, should conceptu- 
ally be kept apart: short run stagflation (in 1974 and 
again in 1979-1980) which is characterized by simul- 
taneous year-to-year increases in both inflation and 
unemployment, and long-run _ stagflation, a 
development in which higher inflation is accom- 
panied by higher unemployment in the longer term 
perspective of 5 to 10 years. 


As regards short-run stagflation the previous 
analysis in section l(v) suggests that the sharp 
increases in import prices, which confronted the 
industrialized countries in 1973-1974 and again in 
1979-1980, were sufficiently important to boost 
inflation and, with non-accommodating monetary 
policy, to lower production, thereby causing the 
paradoxical development of accelerating inflation 
and rising unemployment at the same _ time. 
Domestic factors—such as wage indexing and 
inflationary expectations—of course, played a role in 
the process, but the international impulse remained, 
at the initial stage, the dominant source of inflation. 


However, once the international stimulus to rising 
prices became weaker the domestic factors came to 
the fore again. It can be seen from the earlier 
analysis (see section 1(v)) that excess demand in the 
domestic goods and, in particular, the labour 
markets, has an important influence оп the 
inflationary process. This relationship between 
aggregate excess demand and inflation 15 visible in 
the downward sloping parts of chart 1.1.9 where 
rising unemployment is accompanied by a decline in 
the rate of inflation (yielding a conventional type of 
negative Phillips curve). This interpretation of the 
nature of stagflation gives support to the view that 
monetary and fiscal policies which aim at reducing 
demand pressure in domestic markets will lead to 
lower inflation, although the effect may be slow and 
the costs high in terms of lost output and 
unemployment, if the target is a very low rate of 
inflation. If, furthermore, national policies of curbing 
inflation are more or less synchronized, it is very 
likely that commodity prices, which are sensitive to 
the balance of demand and supply in the world 
markets, would also fall and thus ease the interna- 
tional inflationary pressure on individual countries. 

Long-run stagflation is the tendency of the 
inflationary cycle (or loop in the case of the United 
States) to shift to higher levels of inflation and 
unemployment, as shown in chart 1.1.9. There has 
been an awareness for several years now that a 
positive association between inflation and 
unemployment had been emerging since the latter 
half of the 1960s in a number of industrialized 
countries (chart 1.1.10). This new development is not 
well understood but some general ideas about the 
possible causes have been put forward.'** These 
ideas, which have had a considerable influence on 
policy making in recent years, can be summarized as 
follows: when the economy moves into a situation in 
which there are long periods of high and highly 
variable rates of inflation, increased uncertainty 
develops in the resource allocation process. This 
renders the economic system less efficient because 
inflation makes the price mechanism an unreliable 
transmitter of information about relative prices. 
General uncertainty caused by inflation and, in parti- 
cular, the volatility of the inflationary process will 
lead to attempts to offset these negative effects by 
various types of institutional arrangements—such as 
indexing and price controls—which will create new 
rigidities in the functioning of the economic system. 
These arrangements are likely to reduce economic 
efficiency still further and will probably raise that 
rate of unemployment at which the price level or the 
rate of inflation is stable. 

This possibility, that inflation induces a growing 
malfunctioning of the market economy system, 
including misallocation of labour, makes it hard for 
economic policy to cope with Ше inflation- 
unemployment problem, because it clearly suggests 
that in the longer term the causal relationship might 
run from inflation to unemployment and not, as has 
been widely assumed in Ше past, from 
unemployment to inflation. The immediate policy 


"See Milton Friedman: Nobel lecture: “Inflation and 


Unemployment”, Journal of Political Economy, vol. 85, No. 3 
June 1977. ' 
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Inflation and unemployment in western Europe and the United States 
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Sources: As for chart 1.1.10. 
а Weighted average (see footnote to chart 1.1.10). 
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Stagflation in western Europe and the United States: annual changes in prices and unemployment 1961-1982 
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Sources: National statistics and OECD, Main Economic Indicators, Paris; and its 
supplement Historical Statistics 1960-1979: EUROSTAT, Unemployment Monthly 
Bulletin, Dec. 1981. Estimates for 1982 are based on national forecasts for western 


Europe, and for the United States are from OECD Economic Outlook, Paris, December 
1981. 


а Weighted averages for 13 west European countries. Annual changes in the volume 
of GDP and of consumer prices are weighted Tespectively, by the dollar values of 1975 


GDP and private consumption. Unemployment rates are weighted by 1975 employment 
levels. 


Recent economic developments in western Europe and North America 71 


implication, if this view is accepted, is that policy 
measures should be targeted directly at inflation to 
bring it down and to diminish its volatility. 
Indirectly, through the positive association between 
inflation and unemployment, conditions would then 
be created for progress towards a fuller use of 
resources, i.e. towards full employment without 
inflation. 
_ After the second oil shock the reduction of 
inflation became the primary policy objective in most 
industrialized countries. The policy stance has 
remained restrictive, while at the same time high 
unemployment and low growth have prevailed. The 
following authoritative statements indicate why anti- 
inflation policy has been given such prominence: in 
the Federal Republic of Germany, “the main target 
of the Federal Government is, therefore, to fight 
against the acceleration of inflation The 
experience of past years shows that this would also 
. Strengthen continuous economic growth and improve 
employment”; '** in the United Kingdom “the condi- 
tions for sustained growth in output and employment 
can only be achieved if there is a sustained reduction 
in inflation. This, in turn, requires a progressive 
reduction in the rate of increase in the money supply 
and the pursuit of fiscal policies consistent with that 
aim ...”;'6 and in the United States, “one of the 
Administration’s long-run objectives is the elimi- 
nation of inflation ... In summary, high and varying 
inflation imposes costs on society by reducing future 
standards of living. These costs, though presumed to 
be large and pervasive, are not easily calculated. 
There 1$ temporary ро loss in the initial stage of 
transition to price stability. Such loss, however, must 
be weighed against the future increases in output 
that would be achieved by ending inflation ... 
Significant progress towards the interim goals for 
unemployment and inflation is also anticipated 
within this period (up to 1987). The economic 
expansion will reduce unemployment rates for 
significant sub-groups of the labour force as well, 
including youth, women, minorities, handicapped 
persons, veterans, and middle-aged and older 
persons.” '*’ 


Behind these statements seems to be a strong belief 
in the existence of a positive and sequential 
relationship from inflation to unemployrhent 
implying that the antecedent elimination of inflation 
wilt pave the way to full employment. 


The present pues dilemma can be schematized 
with the help of a simple diagram. In chart 1.1.11 the 
positively sloped line indicates the long-run 
relationship between inflation and unemployment. 
The direction of this line can be deduced from the 
actual developments depicted.in chart 1.1.9. The 

resent situation, as well as the target zone for 
inflation and unemployment, are marked on the line. 
Two things should be emphasized about the nature 
of the line: firstly, the actual economic development 
‘since 1972 has not moved along the line, but has 


135 Jahreswirtschaftsbericht 1980 der Bundesregierung, Deutscher 
Bundestag 8. Wahlperiode, Drucksache 8/3628, Ziffer 3. 

136*The 1981 Budget”, Economic Progress Report published by 
the Treasury, No. 131, March 1981. 

37 Economic Report of the President, transmitted to the United 
States Congress, February 1982, pp. 75, 61 and 214. 


fluctuated around it; secondly, it must be presumed 
that, with present economic policies and behaviour 
patterns of the private sector, it is hardly likely that 
the industrial market economies can simply move 
back along the line to acceptable levels of inflation 
and unemployment by reducing simultaneously both 
inflation and unemployment. The first point should 
be evident from the previous discussion, but the 
second point demands some additional analysis. 


In the last few years the main burden of anti- 
inflation policy has been borne in most industrialized 
countries by monetary policy. The well-known and 
well-propagated doctrine behind this emphasis on 
monetary policy can be summarized as follows: 
inflation is basically a monetary phenomenon and, 
therefore, monetary policy should be the main means 
of achieving control over inflation; the specific 
prescription for monetary policy is that the rate of 
increase in the money supply should be reduced to a 
level which would accommodate only real growth 
and, furthermore, that once the objective of a stable 
price level is reached, the money supply should be 
regulated in such a way that it expands at a stable 
rate. 


The monetary targets set for 1981 generally 
continued to reflect a policy of gradually reducing 
the growth of money in line with the overall aim of 
combating inflation. Further slight reductions in the 
targets are set or forecast for 1982. If policies adhere. 
strictly to the monetarist doctrine, there is still some 
way to go before the aim of price stability is reached; 
the targets still allow for both inflation and real 
growth. 


For a great many countries a general commitment 
to lower government deficits has been built into their 
medium-term budgetary strategies, thus giving a 
restrictive stance to fiscal policy. This objective has 
been difficult to achieve in the short run because the 
deficits have responded to increased unemployment 
through the operation of the “built-in stabilizers”, 
thus disguising the actual move towards 
discretionary fiscal restraint. This discretionary fiscal 
policy of cutting public expenditure and raising 
taxation is likely to continue in most countries in 
1982: the notable exception is France, where the 
budgetary policy of the new government is expan- 
sionary.'** In terms of discretionary restrictive 
measures fiscal policy is supporting the anti- 
inflationary stance of monetary policy. 


Restrictive policy—whether monetary or fiscal—is 
a tool to reduce aggregate demand relative to output. 
Besides curbing inflation, the fundamental question 
is how quickly and at what social cost (loss of output 
due to under utilization of capacity, social problems 
caused by unemployment etc.), the transition from 
inflation to price stability is to be achieved. 


The reduction in aggregate demand caused by 
monetary and/or fiscal policy creates slack in the 
economy which eventually slows down the rate of 
price and wage inflation. But the magnitude of the 
effect on prices and wages is highly uncertain 
because there are some markets (“fixed-price” 


138 See: OECD Economic Outlook, Paris, December 1981, 
table 8, p. 22. 
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Alternative paths to lower unemployment 
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markets) where prices do not vary whenever there is 
an excess supply or excess demand, and there are 
others (“flexprice” markets) where changes in prices 
are immediately induced by changes in the condi- 
tions of demand and supply. It depends then on the 
degree of “fixity” relative to “flexibility” in the 
process of price formation as to how responsive the 
rate of inflation is to slack in the economy. There is 
very little empirical evidence on how changes in 


nominal GNP are divided between prices and. 


\ 


etnies The existing studies, however, suggest that 
this division varies over time and across countries. 
For example, there is evidence which indicates that 
the price response has been greater in Europe, both 
during the Great Depression and more recently, than 
in the United States.'*? It is very difficult, in the 
absence of sufficient empirical research, to assert 
anything very definite about the “fixity” and 
downward stickiness of prices and wages during the 
present recession. One feature, however, stands out 
very clearly in the development since the beginning 
of the 1970s and that is the greatly increased 
downward stickiness of oil prices due to the stronger 
market position of OPEC while they remain highly 
flexible upwards when there is an upturn in 
economic activity in the industrialized countries. The 
oil price changes have become an important interna- 
tional inflationary factor, both when inflation is 
flaring up and also when policy attempts are made to 


° See Robert J. Gordon, “Output Fluctuations and Gradual 
Price Adjustment”, Journal of Economic Literature, June 1981, 
vol. XIX, No. 2, p. 495. 


curb it. As regards individual countries it is likely 
that if the recession continues for some time the 
downward stickiness of prices and wages will 
eventually soften up and will then help to speed up 
the process towards the desired degree of price 
stability. 


The success of anti-inflation policy in a national 
context depends in a critical way on how fast 
inflationary expectations adjust downwards. The 
sensitivity of expectations to actual rates of inflation 
may change over time and anti-inflationary policies 
pursued by the government may be more or less 
convincing to the general public. However, one can 
fairly safely presume, on the basis of available 
empirical evidence, that in conditions where the rate 
of inflation is on the decline inflationary expectations 
tend to lag behind the actual inflation rate and to 
show some stickiness in adjusting to the reduced rate 
of inflation. But when the inflation rate stops 
declining, or when the decline becomes very 
moderate, inflationary expectations are quite likely to 
catch up with the actual rate of inflation. Something 
like this may have happened recently in the indus- 
trialized market economy countries. The average rate 
of inflation tended to stabilize during 1981 and 
showed only a very weak tendency to moderate 
further. Inflationary expectations seem to have 
followed a similar course, according to the consumer 
surveys carried out in the countries of the Economic 
Community. '*° These survey results show that expec- 


№ See, Commission of the European Communities, European 
Economy, Supplement C, December 1981. 
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CHART 1.1.12 


Index of consumer expectations of price increases over the next twelve months 
(1975=100) 
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Source: Commission cf the European Communities, Supplement С of the European 
Economy, December 1981 and prior issues. The index is a weighted average of consumer 


tations, as fepards future price trends, have not 
changed much recently. Chart 1.1.12 shows the 
development of these expectations during the past 
few years. 


In the present circumstances, where the rate of 
unemployment is still rising from already excep- 
tionally high levels, the recent economic policy 
discussions in several countries (United Kingdom 
and the Federal Republic of Germany, for example) 
suggest that there might be a reappraisal on the way 
as regards the main policy objectives. The emphasis 
may be shifting from, first and foremost, fighting 
inflation to attempting to curb the swelling numbers 
of the unemployed. If, in the near future, there were 
moves to make policy significantly expansive, the 
implication might be that the present rate of 
inflation, which has stabilized at a higher rate than 
during previous troughs in the 1960s and the 1970s, 
might have to be accepted as a sort of inflationary 
equilibrium if, as a consequence, there was an upturn 
in economic activity and employment. 


A recent study on the causes of long-run stagflation 
in the United States strongly suggests that in the 
actual inflationary process there is an important 
element which has been rising since the late 1960s. '*! 
In this study factors influencing inflation are 
classified into three components: shock inflation, 
such as increases in oil prices, demand inflation, the 


м! Otto Eckstein, Core Inflation, Prentice-Hall, Inc., Englewood 
Cliffs, New Jersey, 1981. 
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expectations in Belgium, Denmark, Federal Republic of Germany, France, Ireland, 
Italy, the Netherlands and United Kingdom. 


pull of excess demand on prices in goods and labour 
markets, and core inflation. Core inflation is defined 
as the trend rate of increase of the price of capital 
and labour. It is assumed to originate in the long- 
term expectations of inflation of households and 
firms, in the contractual arrangements which sustain 
the wage-price spiral, and in the tax system. The 
nature of core inflation is such that it can only be ` 
modified gradually. The core inflation rate in the 
United States is estimated to have been about 4 per 
cent in the early 1970s; after the first oil shock it 
climbed to 7 per cent and has been driven to around 
10 per cent by the latest oil shock. The actual 
inflation rate at times may have been below the core 
rate, as in 1976-1978, and thus hide the fact that core 
inflation is slowly moving upwards. Using the 
conceptual framework of this American study to 
interpret the causes behind the levelling out of the 
rate of inflation in western Europe in 1981, it might 
be argued that the core inflation rate may have risen 
to double-digit levels although both shock inflation 
and demand inflation have moderated considerably. 


If expansionary policies were now generally 
adopted, actual development would take the 
direction towards lower unemployment as suggested 
by the arrow A in chart 1.1.11. There may be circum- 
stances, however, which could make this type of 
expansion with non-accelerating inflation difficult to 
achieve, so that a renewed acceleration of inflation 
might take place long before full employment is 
reached: 
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The recession hits various sectors of the economy 
unevenly and there are income groups who fall 
behind the general trend of real earnings. The 
upturn in economic activity might give special 
impetus and strength to these groups to attempt to 
catch up with the earnings of the stronger groups 
or to restore the pre-recession earnings structure. 
This catching-up may spread and by its cumulative 
nature build up new inflationary pressures in the 
economy. A similar tendency may also exist 
among firms which, after the recession, may try to 
recover some of their lost profits by raising prices. 
According to the business survey data prepared by 
the Commission of the European Communities, 
the percentage of respondents in manufacturing 
industry expecting their selling prices to rise had 
increased from 29 per cent in the third quarter of 
1980 to 46 per cent in the last quarter of 1981. This 
increase had taken place simultaneously with 
improved business expectations as measured by 
the “business climate indicator” of the same 
survey. '*? These survey results point to potential 
price increases waiting only for the economic 
Situation to improve. 


If the cyclical upturn in the output of the industrial 
market economies is sharp and strong, consider- 
able demand pressures may reappear in the inter- 
national commodity markets and, in particular, in 
the oil market, raise prices and thus bring about a 
renewed upsurge of inflation. 


The expansion in output at an unchanged rate of 
inflation would require a faster growth in the 
money supply. This may in itself be an inflationary 
factor because the public in many countries has 
been taught to regard increases in the money 
supply growth rate as signals of worsenin 
inflation. Consequently, 2 necessary upwar 

adjustment in the growth of money supply may 

raise the inflationary expectations of the public 
with cumulative effects on the actual inflation rate. 


The monetary control technique in the United States, 
introduced in 1979, of attempting to affect directly 
the growth of money supply instead of regarding 
interest rates as the operational target, has led to 
two interrelated developments, which have had a 
strong impact on the international economy: 
sharply fluctuating and high short-term interest 
rates in the United States and a great variability of 
the exchange rates between the US dollar and 
European currencies. In 1981 the interest rate 
differentials between the United States and 
Europe became sizeable and a significant appreci- 
ation of the dollar occurred. А similar 
development could happen in 1982 and provide an 
additional impetus to inflation in Europe, because 
interest rates in the United States are likely to 
remain high due to the combined effect of 
stringent monetary policy and a large Federal 
budget deficit. The monetary authorities in 
Europe, however, may be wanting to aim at lower 
interest rates to counteract further recessive 
tendencies in their economies. High interest rates 


“2 See, Commission of the European Communities, European 
‘See Supplement Series B, December 1981 and January 


in the United States and a policy of non-inter- 
vention in the currency markets has been a way of 
shifting some of the inflationary pressure from the 
United States to Europe. The prevailing uncer- 
tainty as regards near-term prospects in general 
and inflation in particular is fuelled by the system 
of uncontrolled changes in exchange rates which 
seem likely to persist, at least for the time being. In 
the very open economies of Europe developments 
in the currency markets can easily provide a source 
of new inflation. 


Leaving aside those factors, some of them 
enumerated above, which may be potential sources 
of renewed inflation at the early stages of a recovery, 
there 15 mevertheless considerable scope Юг 
expansion, given the high levels of unused capacity 
and excess supply of labour, without immediately 
provoking a higher rate of inflation. It should also be 
taken into account that the rate of inflation and 
inflationary expectations have recently stabilized and 
it may therefore take a considerable inflationary 
shock to set the rate of inflation in motion upwards 
again. Uncertainty undoubtedly remains, however, 
as to how actual increases in nominal GNP would be 
divided between prices and quantities, or in other 
words, whether the deflationary tendencies would 
dominate those inflationary pressures which can 
appear during the economic upswing. 


In spite of growing public pressures in several 
countries for a relaxation of economic policy, the 
restrictive stance seems likely to continue for the time 
being. This implies that the recession will persist, and 
may even deepen, and that unemployment will 
increase further. Taking also into account the 
forecast weakening of commodity prices, it is evident 
that economic forces, both national and interna- 
tional, will tend on balance to be deflationary in the 
near future. The probable course of events can be 
described in the stylized fashion of chart 1.1.11 by 
the arrow going in the direction of B. 


If inflationary expectations generally follow (with a 
lag), as was suggested above, the downward path of 
the inflation rate, they have most likely adjusted and 
stabilized around the actual rate of inflation during 
1981. The continuing recession, however, would put 
further deflationary pressure on prices. Hence, a 
situation might soon arise in which an upswing could 
be achieved by expanding aggregate demand while 
inflation was still falling. The factors in favour of 
such a development would be the following: 


Existing conditions of excess supply would 
dampen down the actual rate of inflation; 


Inflationary expectations would be on the 
decline; к 


_ The external inflationary pressure from interna- 
tional markets would still be easing; 


Strong productivity increases, with little new 
employment during the early stages of the 
upswing, would hold down the cost-push pressure 
on prices. 


In Chart 1.1.11, this phase of the recovery is stylized 
by the line going from B towards C. 
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In this first stage of recovery, an expansionary 
fiscal policy could be carried out without easing 
monetary restraint, in other words, without setting 
higher targets for the growth of money supply. This 
should be possible because the decline in the rate of 
increase in prices would make room for a higher rate 
of output growth within the limits of an unchanged 
rate of monetary growth. 


It is, of course, hard to estimate in general how far 
an upswing of this nature would take the industrial 
market economies towards full employment before 
the reduction in the inflation rate came to an end 
(point C in Chart 1.1.11). This depends on many 
external and internal circumstances which vary from 
one country to another, but the previous discussion 
points at least to the following factors which should 
be watched closely: 


There is no imminent danger from inflationary 

_ expectations as long as they have not caught up 
with the actual declining rate of inflation. The 
direction of their evolution, however, can easily be 
changed as a consequence of some external shock, 
such as a large depreciation of the domestic 
currency with which, in the minds of the public, 
faster inflation is usually associated; 


If the upswing is strong and general it may create so 
much new demand for raw materials and interme- 
diate goods that in the international markets their 
prices begin to rise fast enough to cause 
inflationary cost pressures to develop in individual 
countries. Sharp rises in commodity prices— 
including oil prices—are unlikely to occur 
independently of increasing aggregate demand on 
the part of the industrialized countries, excepting 
of course supply disruptions caused by special 
circumstances such as wars and crop failures; 


Since the present recession has lasted a fairly long 
time and, consequently, the structural adjustment 
mechanism has slowed down, bottlenecks may 
reappear at a fairly early stage of a recovery. If 
bottlenecks manifest themselves in sectors of the 
economy where prices are flexible upwards, some 
prices may start accelerating and eventually put an 
end to the slowdown in the over-all rate of 
inflation. 


Once the stage in the upswing is reached where the 
slowdown of inflation comes to an end, the policy 
problems—related to expanding economic activity 
towards full employment levels without provoking a 
faster rate of inflation (the movement from C in 
chart 1.1.11)—would be essentially the same as those 
which would arise, if general expansionary policies 
had been attempted at a higher level of inflation (the 
movement towards A in chart 1.1.11). Some of the 
possible obstacles to achieving a stable upswing in 
economic activity were discussed above. 


From the point of view of stable development 
without inflation the concrete meaning of full 
employment is rather fluid and will vary from one 
country to another. It is certainly closely related to 
the inherent inflationary propensity of each country. 
Anyway, there exists, in any given situation, a certain 
rate of unemployment at which the current rate of 
inflation might be expected to remain unchanged. 


When the demand for labour is greater than this, the 
rate of inflation might be expected to accelerate 
continuously and when the demand for labour is 
smaller than this, inflation might be expected to 
decelerate. The following example should serve to 
clarify this relationship between unemployment and 
inflation. '* Suppose (1) that the current rate of 
inflation is 10 per cent per annum and (2) that the 
rate of increase of labour productivity is 2 per cent 
per annum. If, in these circumstances, the money 
wage rate was rising by 12 per cent per annum, the 
rate of inflation could be expected to remain at 
(approximately) 10 per cent per annum; for in that 
case, productivity would cover 2 per cent of the 
12 per cent rise in wage rates; so that wage costs per 
unit of output would be rising by 10 per cent. There 
would be a certain level of the demand for labour— 
that is to say, a certain rate of unemployment— 
which, with the cost of living rising at 10 рег cent, 
would result in a rise in wage rates of 12 per cent. An 
unemployment rate lower than this would represent 
an increased demand for labour, and this would 
result in a rise in the rate of pay of more than 12 per 
cent, in which case costs per unit of output, and so 
prices, would start to rise by more than 10 per cent. 
There is thus at any one time an unemployment rate 
at which the current rate of inflation will be 
maintained; if the demand for labour is raised above 
this rate, the rate of inflation will start to accelerate; 
if the demand for labour is reduced below this level, 
the rate of inflation will be reduced. 


This rate of unemployment at which the rate of 
inflation may remain constant, the “non-accelerating 
inflation rate of unemployment” (or NAIRU), will 
vary from one country to another depending on 
internal institutional arrangements. '‘* One can safely 
assume, however, on the basis of scattered empirical 
evidence, that a full employment rate of 
unemployment (which would consist of only 
frictional and seasonal elements) is, in existing 
circumstances, lower than the rate at which the 
inflation rate would remain constant, i.e. the non- 
accelerating inflation rate of unemployment. To 
avoid unnecessary waste of economic resources— 
labour and capital equipment—governments would, 
in principle, aim at full employment, but it is 
doubtful whether any government would be willing 
to pay the price of continuously accelerating 
inflation, taking into account the present strong 
national and international commitments to fighting 
inflation. It would thus seem that, beyond the short- 
run objective of further dampening inflation, the 
longer-run objective should be to push the “non- 
accelerating inflation rate of unemployment” as close 
as possible to the rate of unemployment сог- 
responding to full employment (ie. where 
unemployment is only seasonal or frictional). To 


3 Taken from J.E. Meade, Stagflation, vol. 1—Wage-fixing, 
George Allen & Unwin, London, 1982, p. 13. 

'44 Otto Eckstein makes the distinction between the rate of 
unemployment at which the level of demand does not add to 
inflation and the rate that is required to avoid inflation in the 
presence of shocks. His estimate of the non-inflationary 
unemployment rate in the United States in the 1980s is 7.9 per 
cent with “reasonable expectations for shocks”. Otto Eckstein, op. 
сй., рр. 11-12 and р. 104. 
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achieve this without returning to conditions of 
accelerating inflation would require in many 
countries, in addition to conventional stabilization 
policy measures which influence both aggregate 
demand and supply, radical institutional changes in 
the methods of price and wage fixing. '** The tools of 
conventional stabilization policy aiming at 
expanding economic activity towards full 
employment should, however, be selected in such a 
way as to directly reduce inflationary pressure while 
allowing economic activity to expand. They might 
include reductions in purchase taxes and other 
charges which would have an immediate effect on 
the cost of living and on the costs of production. 


It was proposed above that strict adherence to a 
given money supply target might be a serious 
obstacle to an upswing in activity with a constant rate 
of inflation. On the one hand raising the money 
target rate, which is a well-publicized figure, might 
have serious inflationary side-effects through its 
impact on expectations but, on the other hand, 
keeping the target rate of monetary growth 
unchanged would in all probability impinge on 
economic activity by raising interest rates—both 
nominal and real—to levels which would have 
considerable negative effects on investment activity 
and hence on the upswing as a whole. It would 
therefore become necessary to adopt a more flexible 
approach to the growth of the money supply as an 
objective of monetary policy. Another strong reason 
for a more flexible approach is that it is becoming 
increasingly evident that the measures of money 
supply applied are often misleading indicators of the 
underlying financial situation because of continuous 
and fast changes in the financial system. Current 
money supply changes may in fact provide the 
government and the public with incorrect infor- 
mation about the impact of the monetary policy 
being pursued. 


The recession has now lasted for two years. It can 
be concluded on the basis of the analysis in section 
1.1(vii) that while the dampening of the growth of 
aggregate demand has resulted in considerable 
additions to excess capacities of capital and labour, 
the sharp increases in oil prices, particularly in 1979 
and 1980, abruptly upset the structure of relative 
prices and, as a consequence, wages may now be too 
high from the point of view of profitability. Hence 
too high a level of real wages may imply that full 
employment will not even be achievable in the short 
run. An increase in aggregate demand will of course 
raise employment; but some firms or sectors, even 
with sufficient demand for their products, may not 
employ all the labour they could and produce at full 
capacity because of low profitability. A situation of 
classical unemployment would emerge in some parts 
of the economy if aggregate demand were expanded. 
Because of low profitability, the rate of capital 
accumulation may have fallen to such an extent that 
productive capacity has not increased enough to 
permit full employment to be reached, even poten- 
tially. The weaker rate of capital accumulation has 
two aspects: an increased rate of scrapping of existing 


'*S See for example, J. Е. Meade, op. cit. 


capital equipment and a lower rate of new 


investment. '*° 

In a recent study '*’ of the trade-off between real 
wages and employment in Belgium, it is shown that 
the short-run elasticity of employment with respect to 
real wages, keeping capacity constant, is probably 
quite small, but the corresponding medium-run 
elasticity taking into account capacity adjustments is 
probably sizeable (perhaps as high as —2). This 
reflects the fact that the scrapping of existing 
equipment becomes profitable at higher real wages. 
If firms experiencing a rise in wage costs merely 
accept some loss of sales and/or profits, then the 
reduction in employment tends to be less than 
proportional to the reduction in output, at least 
initially, and employment is reversible when output 
increases again. But if firms close down plants, it 
implies a permanent reduction in the potential 
demand for labour in those firms, thereby 
contributing an element of “classical  un- 
employment” to the economy. 


It is important to note that this study dealt with a 
smalf open economy and therefore the external 
balance was considered to be a binding constraint on 
demand management policy. As support Юг’ 
assuming the existence of this policy constraint, the 
study also provided an analysis of exchange rate 
adjustments. The tentative conclusion was that 
exchange rate adjustments might not make much 
difference in either the short or medium run from the 
point of view of the external balance and of 
employment. It can be inferred from the results of 
this study that even in an open economy the main 
impact of profitability (reflected in competitiveness 
in open economies) on unemployment works 
through its effect on productive capacity, and that 
the expansion of capacity is probably as sensitive to 
profitability in a small open economy as it is in a 
large one. 


The rise in real wage rates has to some extent 
contributed to the decline in the rate of growth of 
output during the present recession. During the 
recession some of the medium-run capacity effects of 
wage increases must have worked through. Hence 
some part of the present unemployment, and particu- 
larly in those countries which suffer from weak 
external competitiveness, can very likely be classified 
as classical, i.e. unemployment which cannot be 
reduced merely by raising aggregate demand in the 
economy. It can, of course, be argued that this type 
of unemployment could not be sustained for a long 
period, because in market economies price and wage 
dynamics would eventually restore profitability. But 
in the framework of existing institutions, the 
dynamics of the market mechanism appear to be 
working slowly and it may therefore require many 
years to restore profitability. It has even been sugges- 
ted'** that the dynamics are not likely to lead the 


"© On the role of profitability, see Edmond Malinvaud, The 
Theory of Unemployment Reconsidered, Basil Blackwell, Oxford 
1977, and Profitability and Unemployment, Cambridge University 
Press, Cambridge 1980. 

“7 Jacques Н. Dréze and Franco Modigliani, The Trade-Off 
between Real Wages and Employment in an Open Economy 
(Belgium), European Economic Review, 15, 1981. 


‘Edmond Malinvaud, Profitability and Unemployment. 
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economy in the right direction: rather than bring 
full employment they could generate more 
unemployment, although of the Keynesian type that 
could, in principle, be overcome by an expansionary 
demand policy. Both the long adjustment process in 
the structure of relative prices and the great 
hardships that the process imposes on the economy 
suggest the recommendation that governments adopt 
active policies to restore full employment directly 
rather than wait for the slow adjustment process to 
run its course. 


An important element in bringing the industrial 
market economies back to full employment would be 
to use prices and incomes policies to restore profita- 
bility, since an expansion of aggregate demand 
for output and labour could easily be cut short by 
rising inflation produced by the existence of pockets 
of “classical unemployment” in the economy. 
Improved profitability achieved by prices and 
incomes policies would provide further inducement 
to a faster rate of capital accumulation which is 
required to employ not merely the current but also a 
growing labour force. 


The analysis in section (vi), of changing trends in 
productivity growth, concluded that there exists a 
fairly strong relationship between the growth of 
productivity and of output, and that the direction of 
causation is basically from output growth to produc- 
tivity. Since one of the principal factors behind 
productivity growth is investment in new productive 
capacity, the results of that analysis imply that to 
stimulate investment growth, and consequently, 
productivity growth, expansion in output should be 
encouraged. Improved profitability as such would, of 
course, provide a further inducement to invest. 
Hence faster output growth combined with higher 
profitability would, in the short run, strengthen the 
potential demand for labour by reducing “classical 
unemployment”, ease the potential pressure of cost 
inflation and, above all, in the medium run, provide 
for new productive capacity to employ the growing 
labour force. 


This section has not discussed the longer-run 
problem of preserving full employment with stable 
prices; instead it has concentrated on the shorter- or 
medium-term problem of moving towards lower 
levels of ‘unemployment without accelerating 
inflation. The argument presented here suggests that 
an expansion of aggregate demand is not sufficient: it 
would need to be accompanied by policies to 
improve the supply responses of the economy and by 
wage-fixing arrangements that would ensure that the 
growth of wages and salaries do not exceed the 
underlying growth of productivity. 


The risk of depression 


The official national forecasts point to a very 
moderate upturn in the latter half of the current year. 
It is generally expected that the main sources behind 
this recovery will be the increase in stock investment 
after a period of destocking, a moderate increase in 
consumer demand and of exports. Fixed investment 


is expected to remain sluggish, slightly below the 
level of 1981. 


Economic activity levelled off in 1981 at a low utili- 
zation rate of capital and a high rate of 
unemployment. There has been some indication that 
business expectations in Europe have tended to 
become more optimistic in 1981, but these expecta- 
tions are short-term, extending only a few months 
ahead in time. Since the expected recovery has been 
repeatedly postponed, from the middle of 1981 to 
(now) the latter half of 1982, it means that actual 
developments have not corresponded to expectations 
in the last few months. This disappointment of 
expectations—which is not yet reflected in the 
business surveys—could have serious consequences 
for the general business climate, and it could have a 
highly depressing effect on business prospects in the 
longer run. 


In the present precarious economic situation, 
where an expected recovery is based on rather fragile 
potential factors of recovery, a worsening of business 
expectations could trigger a further decline in fixed 
investment as well as postponing a recovery in the 
stock cycle. Other factors which at present could 
have similar depressive effects on investment are the 
continuing stringency in the financial markets 
producing high interest rates and the ever widening 
gap between potential and actual output (implying 
continuously rising underutilization of the capital 
stock). A more severe decline in investment would 
also have a negative effect on international trade 
and, more precisely, on the export growth which is 
assumed to be one of the stronger factors in the 
recovery of demand. The initial impact of these 
negative effects might be sufficient to set off a 
cumulative downward movement in activity and thus 
pave the way to a depression with a much greater 
number of unemployed than is presently forecast for 
1982 (some 16 million in western Europe alone in 
1982 '*?), 


Actual developments and the changing outlook 
during the next few months may be decisive as to 
whether activity will turn upwards or decline further 
towards depression. The cyclical downswing in the 
United States and the increasing uncertainty about a 
quick recovery means that the economic situation in 
the whole of the ECE region is now converging and 
will add further general downward pressure on the 
economies of North America and Europe. 


The governments of the western industrialized 
countries may therefore find themselves in a difficult 
dilemma: either to maintain the present restrictive 
stance of anti-inflationary policies and consequently 
allow their economies to glide into a depression or to 
change the emphasis towards a gradual but steady 
expansion using measures not only ta raise aggregate 
demand but also to support supply in the process of 
returning to a fuller utilization of resources: the latter 
is necessary to avert the re-emergence of an 
inflationary environment. 


1 OECD, Economic Outlook, Paris, December 1981, р. 19. 
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CHAPTER 2 


SOUTHERN EUROPE 


1. RECENT ECONOMIC DEVELOPMENTS IN SOUTHERN EUROPE 


The year 1981 was unfavourable for most south 
European countries. Total output stagnated in 
Greece, growth remained very mediocre in both 
Portugal and Spain, and decelerated in Yugoslavia; 
in Turkey there was a recovery, but only after two 
years of set-back. The combined current balance of 
peat deficit of these countries improved from 

13.6 billion in 1980 to about $12.4 billion in 1981; 
but except for Turkey the improvement was due 
more to the effect of a fall in imports because of low 
levels of activity, than to a strong recovery of exports 
and invisible receipts. Inflation worsened in all 
countries, except Turkey, with annual rates ranging 
between 14 per cent in Spain and about 40 per cent 
in both Turkey and Yugoslavia. 


All the official forecasts foresee a faster rate of 
economic growth in 1982 and, except for Portugal, a 
deceleration in the rate of inflation. However, the 
expected rates of output growth in 1982 are very 
moderate (2 to 3 per cent in Greece, Portugal, Spain 
and Yugoslavia, and just over 4 per cent in Turkey. 
Virtually every national forecast was made before 
the end of 1981 when the expectations of an earlier 
and stronger economic revival in the west were more 
general than at present. The current account deficit 
remains a general structural weakness in all these 
countries and a constraint on expansionary policies. 
For this reason, a slower recovery than forecast in the 
western market economies would put the 1982 
forecasts for output growth at risk, particularly in 
Portugal, Turkey and Yugoslavia, but even in the 
best case it is clear that none of these countries in 
1982 will approach the growth rates prevailing before 
1973. 


Output and demand 


The slowdown in economic activity in Greece 
started during 1980 and became more pronounced in 
1981 when total output stagnated. Industrial output, 
which had started to stagnate during the second half 
of 1980, decreased by about 1.7 per cent in 1981; 
manufacturing output is estimated to have fallen by 
2 per cent, mostly due to a drop of over 6 per cent in 
the production of capital goods. Production of 
consumer durables stagnated and output of other 
consumers goods, which had declined by nearly 2 per 
cent in 1980, remained at virtually the same level in 
1981. 


Following the usual two-year cycle, agricultural 
output decreased slightly during 1981, while 
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construction activity, which had fallen considerably 
in 1980, continued to fall in 1981 but at a lower rate 
due to greater government expenditure on public 
works. Services were the only major sector where 
there was some expansion of output in 1981, 
although less than in 1980. The increase seems to be 
due mainly to government and public services. 


The only expanding segment of domestic demand 
in 1981 was public consumption (which increased by 
3.5 per cent); private consumption stagnated for the 
second year in succession, and gross fixed capital 
formation decreased even more than in 1981. 
Foreign demand, which had declined in 1980, 
regained a certain dynamism in 1981, particularly 
during the first half of the year, but even if its contri- 
bution to the growth of output was positive again in 
1981 (and the available data are still too partial to 
confirm this) its contribution to growth will have 
been marginal. 


Public investment remained virtually stagnant in 
1981: the decrease in fixed capital formation, 
therefore, was mostly due to private investment. 
Unlike 1980, when private investment in industrial 
equipment continued to expand (although at the low 
rate of 1.8 per cent), private investment in productive 
equipment in 1981 decreased even more rapidly than 
investment in housing (by 18 and 15 per cent respec- 
tively). No data are available on stock changes but 
the decline in the value of imports, poor agricultural 
output, and the low level of industrial activity would 
all suggest a fall in stocks. 


The output cycle in Portugal since 1973 has echoed 
in an amplified manner the output fluctuations in the 
industrial countries. The cycle had peaks in 1973 and 
1976 (total output increasing respectively by 11.2 and 
6.9 per cent) and a trough in 1975 when total output 
declined by —4.3 per cent. The first “oil” cycle was 
followed by a period of deceleration in 1977, and 
1978 and a period of moderate expansion in 1979- 
1980 followed by a rapid deceleration in 1981. 


The decelerations of 1977 and 1981 were both 
caused by restrictive policies aiming mainly at a 
restoration of a foreign current balance which had 
severely deteriorated. The 1977 adjustment was 
made necessary by the prolongation of excessively 
expansionary policies in 1976. The main question at 
the onset of 1982 is whether the change towards 
more restrictive policies will lead to a period of 
stagnation lasting at least the whole of 1982 or, as 
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was the case in 1978, to a rapid correction of the 
external imbalance accompanied by a restoration of 
confidence and rising output and investment. 


According to preliminary. estimates real GDP at 
factor cost increased by about 1.5 per cent in 1981 
compared with 5.5 per cent in 1980. The deterior- 
ation affected all the major sectors, because of bad 
weather there were falls in agricultural and energy 
output (table 2.1.1). 


Within the industrial sector the expected increase 
of 2 per cent in manufacturing should offset declines 
of about 10 per cent in mining and public utilities. 
The dry weather caused a decline of 23 per cent in 
hydroelectrical production (during the first quarter of 
1981) and the decline became more acute thereafter. 
Net imports of electricity increased from $9 to 
$103 million in the first half of 1980, compared with 
the same period of 1981, and the increase in fuel oil 
imports during the same period is estimated at nearly 
$300 million, accounting for 74 рег cent of the 
increase in the trade deficit. The evolution of 
а output was mainly influenced by the 
contraction of foreign detmand (textiles) and heavy 
industry (chemicals, basic metals), but certain light 
branches of industry (rubber goods) and branches 
producing inputs for the construction sector (non- 
metallic minerals) did rather better. In general the 
stagnation of industrial production during the first 
half of the year was die to the fall in foreign 
demand, domestic demand decelerating during the 
second half of 1981. 


The construction sector was the most dynamic in 
1981 although the growth of output was less than in 
1980 and investment demand seems to have 
decelerated rapidly in the second half of the year in 
spite of the rapidly increasing number of projects 
submitted under the new consolidated system of 
investment incentives (5./.1.1.) during the first three 
quarters of the year. 

The sectors continued to 


service expand 


moderately in 1981, mostly it would seem under the 


Stimulus df rather brisk consumers’ demand (for 
miotor cars and durable goods) during the first half of 
the year. The retail trade also faced a relatively 
strong demand for non-durable consumer goods 
influenced by the lagged effects of the increases in 
real disposable income throughout 1980. Foreign 
demand for services, however, weakened. 


The most important change in the components of 
demand in Portugal during 1981 was the fall in 
foreign demand for goods and services: this had been 
the most dynamic element in 1979 and second only 
to capital formation in 1980., Мег borrowing from 
abroad, in current Sea increased from just over 
10 per cent of GDP (at market prices) in 1979 to 
14.3 per cent in 1980 and to over 19 per cent in 1981. 
The foe of domestic demand fell from 6 per cent 
in 1980 to about 3.5 per cent in 1981. Private 
consumption continued to increase, mostly during 
thy first half of the year before the acceleration of 
prices eroded real purchasing power. Public 
consumption probably decelerated, particularly after 
the measures taken in August 1981 to reduce the 


growth of government expenditure. '** Gross fixed 
capital formation increased by 6 per cent and was the 
most dynamic segment of total demand, but its rate 
of increase was less than in 1980. Investment in 
machinery probably decelerated less than total 
investment due to the fact that the growth of public 
and mixed-enterprise investment decelerated to only 
half the increase in 1980 (14.7 per cent). 


The gross investment ratio, at current prices, 
changed little from 1980 to 1981, in both years it was 
a little over 27 per cent of gross domestic expend- 
iture. The savings ratio of the household and 
enterprise sectors combined, however, declined from 
27.3 per cent of disposable income in 1980 to 23.5 in 
1981. The negative saving of public administrations 
increased in terms of national expenditure from 
4.1 per cent of GDP in 1980 to 4.8 in 1981. Foreign 
saving which financed 17 per cent of total gross 
investment in 1980, accounted for 32 per cent in 
1981. 


Data on stocks are rather scanty but it would seem 
that the fall which took place in the agricultural 
sector following the disastrous harvest of 1981 was 
offset by an unwanted accumulation of finished 
products in manufacturing, particularly in branches 
highly dependent on foreign demand (such as textiles 
and cork manufactures). 


The economy of Spain was severely affected by the 
two oil cycles. As in the case of Portugal, the 
difficulties of adjustment were compounded by the 
institutional changes taking place at the same time. 
Policies of adjustment to the first oil price shock were 
delayed until 1977: until then Spanish rates of output 
growth were above those of the more advanced 
western countries. Consequently economic growth in 
1976 and 1977 was lower than in the advanced 
western countries. There was a mild economic 
recovery from mid-1978 to 1979 when it was cut 
short by the second rise in oil prices. As a result 
economic growth in Spain has fallen below that of 
other western countries and for the period 1977-1981 
the annual rate of growth of GDP has been 1.3 per 
cent per year. Gross fixed capital formation fell 
uninterruptedly from 1975 to 1980. Employment fell 
between 1974 and 1981 by 2 million persons, i.e. at 
an annual rate of 2.4 per cent and unemployment 
rose steadily from 3.2 per cent of the active 
population in 1979 to 14.5 per cent (i.e. roughly 
2 million unemployed) in the third quarter of 1981. 
The synchronization of the Spanish industrial cycle 
with those of the advanced western countries became 
extremely close during 1968-1971, as it was during 
the first oil cycle, but the western cycle of a mild 
recovery in 1977 and 1979 and a new deceleration in 
1980-1981 is not reflected in Spain where industrial 
production remained near to stagnation (0.6 per cent 
annual growth between 1978 and 1981). 


_ In 1981 gross domestic product (at factor cost) 
increased by only 1 per cent and this weak 
performance was shared by all the major sectors of 
output and demand except services and gross fixed 


'*° In nominal terms authorized expenditure by the state on 
goods and services increased during the first half of 1981 by 41 per 
cent but the increase is inflated due to the inclusion of expendi- 
tures which should be spread throughout the year. 
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capital formation (table 2.1.1). The main changes in 
1981 were already under way in 1980. The main 
difference between the 1981 and the 1975 deceler- 
ation is that the first oil price shock occurred when 
total industrial demand was very high and capacity 
utilization was about 91 per cent; in 1979 capacity 
utilization was much lower (81 per cent in the second 
quarter) but, unlike 1975, the prospects for industrial 
production were still rising moderately. The second 
oil shock was mainly reflected in a lowering of 
growth in 1980 to a rate below that which might have 
been expected. '5' 


_ Another difference is the very sharp reversal of the 
investment cycle in 1974-1975 to negative rates 
which lasted until 1979 and the much greater 
resilience of investment, particularly in machinery, 
after 1979. '** The third main difference is that during 
the first oil cycle total consumption continued to 
‚ expand until roughly mid-1977, but in the period 
1979 to 1981 private consumption expansion was 
kept virtually stagnant. Finally, current borrowing 
from abroad which had increased rapidly in the 
period 1973-1976 to roughly 6 per cent of GDP (at 
constant 1970 prices) fell to about 2.5 per cent in 
1978—1980. 


From the point of view of output the main 
difference in the evolution of the Spanish economy 
in 1980 and 1981 is that in 1980 the increase in 
agricultural output accounted for about 40 per cent 
of the increase in total output; but in 1981 value 
added in agriculture declined by about 10 per cent 
(table 2.1.1) and contributed roughly 1 per cent of 
the fall in GDP (at factor cost). Agricultural terms of 
trade and agricultural incomes declined consider- 
ably. A negative factor in 1981 was a fall in the use 
of intermediate inputs in agriculture, which could be 
interpreted as a defensive strategy by farmers to 
maintain their profits by returning to more primitive 
forms of production. '°? 


The industrial sector virtually stagnated in 1981, 
increasing by less than | per cent (table 2.1.1). The 
index of industrial production was 2 per cent down 
on the previous year during the first quarter of 1981, 
0.6 up in the second and down again in the third. 
The evolution of the different components of the 
index was strongly influenced by the pattern of 
demand. Thus, investment goods continued the 
strong upward trend (but from very low levels) 
apparent since the start of 1980, while intermediate 
and consumer goods continued on a mildly declining 
trend. Foreign demand was the main support of 
industrial production in 1981. The stock of orders in 
industry declined from mid-1979 to mid-1980 and 
then flattened until mid-1981, when there was some 
recovery mainly under the influence of the 
investment goods sector and, more recently, of the 
consumer goods sector. The stock of orders remained 


'S! The negative terms of trade effect resulting from the oil price 
_rise has been estimated at 3.2 per cent of GDP in 1974 and 2.7 per 
cent in 1980. 

5? The volume of investment in machinery declined at a 
compound annual rate of 2.5 per cent in the period 1974-1979 and 
increased by 7 per cent in both 1980 and 1981. 

153 See article by a group of economists in E/ Pais, 22 November 
1981 


below normal, but in November 1981 was 4 points 
higher than in November 1980. Capacity utilization 
remained low (77.6 per cent in September 1981) and 
at about the same levels as in 1980. Most indicators 
for the construction sector (consumption of building 
materials, etc.) point to a decline in output due 
mostly to housing. In spite of the implementation of 
a three-year housing plan, housing starts declined 
during the first three quarters by | per cent and 
completions by 16 per cent; the civil engineering 
sector has probably recovered slightly under the 
stimulus of rising public investments, particularly 
those connected with the National Energy 
Programme. 


Although the data are scanty the service sectors 
may have expanded moderately in 1981 as the 
number of tourists increased by 5.5 per cent 
(reaching 40.1 million), thus — stimulating 
consumption by non-residents (as confirmed by the 
data on the volume of sales by chain stores and on 
catering activities); moreover, employment in 
services increased due to higher employment (2 per 
cent) in the public sector. Nevertheless, the estimate 
in table 2.1.1 should be taken only as a rough order 
of magnitude. 


The economic performance of Turkey, which was 
alarmingly poor during the late 1970s, started to 
improve towards the end of 1980 due to the intro- 
duction of the Stabilization Programme in January 
1980 and the favourable effects of increasing foreign 
aid. However, by the end of 1980 the main economic 
indicators for the Turkish economy were still not 
favourable, with falling output and investment, a 
deteriorating external deficit and an inflation rate 
over 100 per cent. Even in the absence of accurate 
and adequate statistical information, 1981 stll 
appears to have been a favourable year for the 
Turkish economy. According to provisional official 
estimates, GDP grew by over 4 per cent, capacity 
utilization improved in most sectors, the annual 
inflation rate fell by two thirds, exports, workers’ 
remittances and other invisible receipts increased 
more than planned, the current account deficit fell by 
one third and investment demand grew after three 
years of decline. 


Although the priority target of the 1981 
programme was to check the inflation rate, 
production showed a considerable upturn after the 
stagnation of 1979 and the decline of 1980. In all 
major sectors except agriculture and construction, 
output growth surpassed the target growth rates for 
1981. 


According to provisional estimates, based on the 
data for the first 10 months of 1981, GDP at factor 
cost grew by 4.2 per cent and GNP by 4.4 per cent. 
The target growth rates for GDP and GNP were 
both 3 per cent. 


Industrial production, which slowed down in 1978 
and declined during the following two years. 
increased by 7.6 per cent (more than double the 
target rate) and more than three quarters of this 
increase was accounted for by the increase in 
manufacturing production. This significant improve- 
ment in industrial production was due to increased 


imports of essential supplies, the easing of energy 
bottlenecks and the virtual disappearance of labour 
unrest. The construction sector, which is the hardest 
hit by the economic austerity measures (especially by 
the high interest rates) did not recover during 1981. 


Turkish agriculture, accounting for a quarter of 
GDP and employing half of the work force, is still 
very sensitive to weather conditions in spite of the 
increase in the area under irrigation and the intro- 
duction of some modern -techniques. Thus despite 
the relatively increased use of fertilizers and pesti- 
cides during 1981, low rainfall affected production 
and the output of most crops (except grains) has not 
shown much growth for the fifth successive year. 


Notwithstanding the lack of complete statistical 
data at the time of this Survey’ preparation, it is 
evident that the national accounts aggregates should 
show considerable improvement in 1981. Current 
borrowing from abroad, which started to grow in 
1974 and reached 8 per cent of GNP in 1977, 
declined sharply in 1978 and 1979 (table 2.1.1). The 
current account deficit climbed again to 7.3 per cent 
of GNP in 1980 but, thanks to better export 
performance and growth in invisible receipts, fell in 
1981 in spite of the high demand for imported goods 
and services. 


Total domestic demand, which had remained for 
three years below its 1977 level, recovered in 1981. 
Domestic demand for industrial products was 
pan Eph during the first eight month period of 1981, 
and stocks of most finished industrial goods 
increased (except for those for which export demand 
was strong). Despite the credit squeeze total 
investment increased, and fixed capital formation, 
which started to decline in 1977 and fell sharply from 
1978 to 1980, notably in the private sector, improved 
both in the public and private sectors. 


The growth of domestic consumption was tightly 
checked by fiscal and monetary policies. Private 
consumption recovered but its 2 per cent growth rate 
is still less than population growth; public 
consumption, which was the most active component 
of domestic demand in 1980, decelerated in 1981 to 
nearly half of its 1980 rate. It should be noted that all 
these data are provisional and the composition of 
expenditure may differ considerably when the final 
results for 1981 and revised figures for previous years 
are available. 


Trade and payments 


Trade data for Greece on a customs basis cover 
only the first quarter of 1981, but cash payments 
Statistics are available for the period January to 
October (although they are distorted by leads and 
lags). These show a 6 per cent increase in the current 
dollar value of imports (with a moderate volume 
decline) and an increase of 14 per cent in exports 
(with a virtual stagnation in volume). Inputs of 
refined petrol products, textiles, aluminium and 
cement increased more than average. Following the 
pattern of domestic demand, imports of capital 
goods and industrial raw materials declined but 
imports of manufactured consumer goods continued 
to increase. The net trade deficit for fuel increased by 
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$200 million to $2.5 billion (January—October). 
Assuming no further increase in the total trade deficit 
beyond that of 1980 ($6.8 million), the current 
account deficit is expected to deteriorate marginally 
(by less than $0.2 billion). 


According to a recent forecast'’* the current 
account deficit of Portugal in 1981 could be around 
$2 billion compared with less than $1.1 billion in 
1980, and a plan target of $1.7 billion. In relation to 
GDP this deterioration represents an increase from 
4.3 per cent to 8.8 per cent. 


In current dollars the deficit on goods and services 
is expected to be $4.4 billion (against $3.4 billion in 
1980) due to a decline in exports of 4 per cent and an 
increase in imports of 7 per cent. The net deficit on 
income from capital might grow by $250 million due 
to increased servicing of foreign debt. Net private 
transfers (which account for 14 per cent of GDP) 
increased in dollar terms by 10 per cent (ог $300 
million). Data for the’ first half of the year are 
generally in line with this forecast, although it might 
turn out to be somewhat optimistic as the deterio- 
ration in the trade balance during the first half (on a 
f0.b.—f.0.b. basis) was already over $0.8 billion and 
the terms of trade had deteriorated (relative to the 
same period in 1980) by 10 per cent. The main 
influence in the deterioration of the terms of trade 
was the higher price of oil, but Portugal was also 
particularly affected by the rise in the international 
value of the US dollar since the United States is its 
main foreign supplier. 


Portuguese trade data cover only the first half of 
1981; during this period imports, in volume, 
increased by 5 per cent and exports declined by 10 
per cent. Portugal continued to lose market shares in 
the industrial countries (United States, Italy, the 
Netherlands, Federal Republic of Germany) and 
part of this loss can be traced to the EEC: quotas on 
textile imports from Portugal'*’ had already been 
exceeded (in advance) in 1979 and 1980. Part of the 
loss in industrial markets was made good by wider 
geographical diversification of exports and the re- 
establishment of traditional trade flows (such as the 
148 per cent increase in exports in 1981 to Angola). 
This underlines the need for policies to widen the 
geographical diversification of exports, particularly 
to such rapidly expanding markets as those of the 
Middle East oil exporting countries where Portugal is 
under-represented. 


The dock strikes of 1980 in Spain and the 
abnormal trade data of December 1980 make it 
somewhat hazardous to make estimates for the year, 
even on the basis of the eleven months presently 
available. Customs-based data show an increase in 
import value (in pesetas) of 23 per cent corre- 
sponding to a decline in dollars of 5 per cent, and an 
increase in exports of 30 per cent in pesetas (corre- 
sponding to a 0.4 per cent decline in dollars). The 
lack of reliable price indices makes it difficult to 


'** Ministerio das Finances e do Plano: As grandes op¢oes do 


Plano para 1982, Lisbon, 1981. 


'** Textiles account for about 30 per cent of Portuguese exports 
to the EEC. 
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estimate volume changes'** but some recent official 
estimates put the volume increase of exports at about 
6 per cent while imports declined by roughly 4 per 
cent. 


Imports of energy products increased in value (in 
pesetas) by 39 per cent (but remained virtually 
stagnant in volume). If these products (for which the 
import bill increased by roughly $1 billion in 1981) 
are excluded, the increase in the peseta value of 
imports is 12.5 per cent which represents a large 
decrease in volume.'’’ There were significant 
changes in the geographical pattern of Spanish trade 
in 1981, particularly for exports, which were very 
much influenced by the evolution of exchange rates. 
In 1981 the peseta depreciated, on average, by about 
13 per cent, but the depreciation against the dollar 
was nearly 30 per cent. Spanish exports reacted very 
rapidly to these changes, contracting to the advanced 
industrial countries in Europe, particularly the EEC, 
and expanding to the United dates (by 25 per cent 
in current dollars), Latin America, the oil-exporting 
countries and the CMEA countries (particularly the 
German Democratic Republic and the Soviet 
Union). 

The first estimates of the current balance of 
payments in 1981, on a transactions basis, were 
published by the Ministry of Trade in December 
1981. According to these the trade deficit should fall 
due to a decrease in the dollar value of (f0.b.) 
imports of 3 per cent and virtual stagnation in the 
dollar value of exports. The improvement in the 
merchandise balance, however, is more than offset 
by a deterioration of the balance of services and 
transfers. Thus, the current account balance could 
deteriorate by over $860 million mostly as a result of 
a fall in net tourist receipts (by 2 per cent) and an 
increase of 42 per cent in net payments of investment 
income (due to rapidly increasing foreign debt and 
high” interest rates). The inflow of net transfers 
decreased by 13 per сей! mainly because of the fall 
in emigrant workers’ remittances and the depreci- 
ation of west European currencies in relation to the 
unit of account used. 


Official estimates, based on 12 months’ data, show 
that the ‘current account deficit of Turkey decreased 
more than one third in 1981 and that the 
(c.i.f—f.o.b.) trade deficit fell by 16 per cent. 


Та recent years economic policy has tried to limit 
domestic demand and boost exports. However, until 
1981 exports fell short of the programme objectives. 
In 1981 exports in dollars increased by 62 per cent, 
that is, 34 per cent more than the ip oe amie 
objective, reaching an historically high $4.7 billion. 
The cover ratio (of exports to imports) increased 
from 37 per cent in 1980 to 53 per cent in 1981, 
despite a 3 рег cent increase in the value of imports. 
There are several reasons for this large fise in 


‘96 The Bank of Spain considers the available price indices to be 
unreliable. See Boletin Есопотгсо, December 1981. In recent years 
rice indices for trade have been calculated on base of unit values. 
fi 1981 the commodity classification was changed and this has 
hampered the elaboration of the indices, as previously, at the six- 
digit ‘level. ; 
157. Crade oil imports in volume actually declined by over 3 рег 
cent (January—-November 1981/80). 


exports: exporters were given better credit facilities 
and their supply needs were given priority in 
imports, exports were promoted by daily exchange 
rate parity adjustments, a policy adopted in May 
1981 and which on a cumulative basis has decreased 
the value of the Turkish lira by 33 per cent over the 
year; furthermore the brisk demand of Middle East 
countries created additional outlets for Turkish 
exports. There was also an important change in the 
commodity composition of exports in 1981 due to a 
growth of around 120 per cent of industrial exports. 
The geographical distribution of exports has also 
been changing with the weight of exports to the 
Middle East and North Africa increasing. According 
to the annual data for 1980 and 1981, the share of 
these latter countries in total exports was 22 per cent 
in 1980 and 40 per cent in 1981. On the other hand, 
the OECD and EEC countries accounted respectively 
for 58 and 43 per cent of total exports in 1980 and for 
48 and 32 per cent in 1981. Exports to CMEA 
countries decreased considerably in 1981 after a 
substantial increase in 1980. While these changes in 
exports were affected to a large extent by the supply 
needs of the Turkish engineering firms carrying out 
public works contracts in the Middle East and North 
Africa, Turkish exports to the EEC countries were 
affected by high tariffs and quota regulations. '58 


The dollar value of imports in 1981 increased more 
slowly than in 1980, by 13 per cent as against 56 per 
cent in 1980. The oil import bill was around 43 per 
cent of the total dollar value of imports in spite of a 
significant decline in volume. Oil imports and foreign 
debt repayments (interest and principal) absorbed 
three quarters of the foreign exchange resources 
obtained from total commodity exports and workers’ 
remittances in 1981. The rise in imports in 1981 was 
mainly due to an increase in imports of industrial 
products, especially machinery and equipment, by 
around 50 per cent (compared with a 7 per cent 
decreasé in 1980). 


With booming exports and a slower growth of 
imports during 1981, the foreign trade deficit 
decreased by 16 per cent compared with 1980 when 
the deficit increased by 78 per cent. 


Turkey’s traditionally favourable balance on 
invisible transactions also improved substantially in 
1981, notably due to workers’ remittances which 
increased more than 20 per cent due to high interest 
rates on deposits.and the daily parity readjustments 
of the lira. Net income from tourism also increased 
by 31 per cent even though its level ($277 million) is 
still very low compared with other south European 
countries. As a result of increased borrowing abroad 
and rising interest rates, interest payments on foreign 
debt rose substantially: according to provisional 
figures, Turkey paid $1,193 million ш interest in 1981 
which is almost 79 per cent higher than in 1980. 
Interest payments were almost 68 per cent of total 
payments on foreign debt in 1981. 


According to the same provisional data, the overall 
balance-of-payments deficit in 1981 was smaller than 
in 1980 in spite of a 52 per cent decline in the 


‘88 For example, in December the EEC levied а 16 per cent tax 
on Turkish cotton yarn exports to the EEC. 
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balance of capital movements (which decreased due 
to shrinking programme credits from $1,811 million 
in 1980 to $840 million in 1981). In 1981 Turkey 
borrowed $1,482 million in project and programme 
credits and $335 million from the IMF compared 
with $2,358 million and $461 million respectively in 
1980. 


Employment and wages 


In Greece, although the slowdown in output 
growth brought about a deterioration in the labour 
market, open unemployment remains at a relatively 
low level. The unemployment rate in the non-agricul- 
tural sector is estimated at 2.9 per cent for 198] 
compared with 2.5 per cent for 1980 and 1.8 per cent 
for 1979. It is now recognized officially, however, that 
the unemployment figures do not reflect adequately 
the unemployment situation. 


Employment in industry (number of persons 
employed) increased by 1.5 per cent in 1981 
compared with an increase of 1.1 per cent in 1980 
and 2.7 per cent in 1979. However, at the same time 
hours worked per person employed declined by 
3.3 per cent, whereas they had remained constant in 
1980 following a period (1975-1979) when they had 
increased by more than 2 per cent a year. 


As had also been the case in 1980, the remuner- 
ation of labour in real terms declined by 2.4 per cent 
in 1981 in the non-agricultural sector. The decline 
was more pronounced in the weekly remuneration in 
industry 6 per cent), where average hours of work 
were reduced. The increase in labour costs per unit 
of output in 1981 was about the same as in 1980 and 
is estimated at 25 per cent for industry and 23 per 
cent for the non-agricultural sectors in general. 


In Portugal the employment situation improved, 
` чо the second half of 1979 and the first half of 
1980 but deteriorated again in 1981. According to the 
permanent employment enquiry, the unemployment 
rate rose from 7.6 per cent of the labour force in the 
first half of 1980 to 8.8 per cent in the same period of 
1981. Employment increased by 2.7 per cent (mainly 
in construction and services) and unemployment by 
20.7 per cent. The overall activity rate increased 
slightly (from 44.9 to 46.2 per cent) as а tesult of 
higher female participation rates. 


Industrial salaries in the first half of 1981 increased 
from 21 to 23 per cent. The deceleration in the rate 
of price increases in 1980 has seemingly not been 
reflected in a subsequent deceleration of wage 
increases. The minimum salary was raised in October 
by 18.9 per cent. 


During the twelve months from September 1981, 
employment in Spain decreased by nearly 3 per cent 
and unemployment increased by over 2.5 per cent to 
represent 14.7 per cent of the active population. The 
decline of employment decelerated during the third 
quarter but unemployment continued to increase 
rapidly throughout the year: this was due not only to 
demographic factors but also 0 a minor increase in 
activity rates. The decline of employment is due 
mainly to the steady decline of the industrial and 
agricultural sectors, while employment increased in 
both services and construction during the third 


quarter of 1981. Real wages have increased 
moderately up to mid-1981. Wage rates per hour 
worked increased in the twelve months to July 1981 
by 19.6 per cent (the cost of living rose by 14.4 per 
cent) and monthly earnings rose by 17.4 per cent. 
Data on collective contracts (up to November 1981) 
show a more moderate increase in wage bill settle- 
ments (of 12 per cent) compared with an increase of 
14.3 per cent in the cost of living index, which shows 
that the national employment agreement is having 
the expected result on wage restraint. 


There are no readily available and internationally 
comparable registered unemployment figures in 
Turkey. However, there are official estimates of 
surplus labour and statistics referring to wage and 
salary earners in big urban centres. According to 
official estimates, total surplus labour in 1981 was 
about 3 million persons of which disguised 
unemployment in agriculture accounts for 700,000. 
Thus, excluding the latter, 12.9 per cent (2.3 million 
people) of the civilian labour force is estimated to be 
unemployed; if disguised unemployment in 
agriculture is included, the overali unemployment 
rate is 16.9 per cent. 


In addition to the fast population growth, 
unemployment is further aggravated by the fact that 
the emigration of workers to western Europe is no 
longer possible and because of declining 
employment in the public sector due to new 
employment policies in the state economic enter- 
prises. Since 1974 there has been increased 
emigration of Turkish workers to the Middle East 
and Libya, but not on such a scale as to be 
considered as a solution to the employment problem. 
Given its size and its potential growth, this problem 
can only be solved by fast economic growth inside 
the country. 


According to official data, in 1981 the real wages of 
workers covered by the Social Security Institution 
increased by 7.5 per cent and of government 
employees by between 6 and 12 per cent. 


Prices 


Consumer prices in Greece during 1981 rose at 
about the same rate as in 1980 (25 per cent). The 
relatively higher price increases were for foodstuffs, 
housing, other goods and services, and educational 
and recreational expenses. | 


А similar «situation prevailed in respect of 
wholesale prices, the average increase being 27 per 
cent in 1981 compared with 28 per cent in 1980. The 
GDP deflator should, however, show a somewhat 
larger increase than in 1980 due to a deterioration in 
the terms of trade. 


In Portugal price increases accelerated in 1980. 
The latest figures (referring to November 1981) show 
a yearly increase in consumer prices of 19 per cent. 
In spite of a bad harvest and relaxation of price 
controls in April 1981, food prices have increased 
somewhat less rapidly than the average, but more 
than in 1980. Clothing and footwear have been the 
most rapidly rising components of the index. 
Average import prices increased rapidly (28 per cent) 
during the first half of the year and, together with the 
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deterioration in agricultual output, have been the 
main cause of the worsening of inflation during the 
year. The worsening of inflation is also reflected in 
the rise in the GDP deflator (table 2.1.1) which will 
probably exceed the programme target (16 per cent) 
by about two points. 


In Spain the deceleration of consumer prices which 
started during the second half of 1980 continued 
(except for a brief period in the spring) throughout 
1981. In December 1981 the index showed an annual 
increase of 14.2 per cent, not far from the 13 per cent 
target set out in the 1981 budget. The average 
increase for the year should be about 14.8 per cent 
compared with 15.5 per cent in 1980. The increase in 
the general price level as reflected in the GNP 
deflator, however, may show a deterioration of 
ры 1 point due to the worsening of the terms of 
trade. 


In Turkey the inflation rate reached unprecedented 
levels in 1980. The acceleration in the rate of price 
increases to three-digit levels was largely due to the 
rise in oil prices, a 90 per cent devaluation of the lira, 
and the adjustment of administered prices as 
subsidies for state economic enterprises were 
removed in accordance with the Stabilization 
Programme. The slowdown of inflation, which 
started during the second half of 1980, continued in 
1981 and in the twelve months to November 
consumer prices rose by 32.2 per cent. Wholesale 
prices rose 29.6 per cent in the twelve months to 
October. The main objective of the 1981 programme 
was to reduce the inflation rate, as measured by GDP 
deflator, to 40 per cent by restricting credit and 
monetary-expansion. According to official estimates 
this target has been reached. 


Policies and prospects 


In Greece the recession began to be felt during the 
second half of 1980 as industrial production 
decelerated and became more pronounced in 1981 
when public consumption became the only dynamic 
element of total demand and services the only sector 
where output was expanding. The most noteworthy 
feature of economic policy in 1981 has been the 
rapid increase in the public sector deficit from 11.4 
per cent of GDP in 1980 to about 18 per cent in 
1981, '5° which has had strong inflationary effects. 
However, due to a rapid decline in imports the 
current deficit has increased relatively moderately. 
The elections of October 1981 have brought about a 
change in government and a new orientation of 
general economic policies. An extensive array of 
measures has already been announced relating to 
incomes policy, assistance to small- and medium- 
sized enterprises, investment incentives, credit policy, 
housing, taxation, and the extension of the public 
sector. 

The stated aim of economic policy is to stimulate 
economic activity and to redistribute income. Thus 
the general direction of specific policy measures has 
been to stimulate domestic demand and, in parti- 


159 Estimates taken from Epiloghi, December 1981. 


cular, the demand for domestically produced goods 
through income redistribution in favour of the lower 
шсоше groups. At the same time the productive 
capacity of small and medium enterprises is to be 
expanded so as to enable them to respond to the 
increased demand. The direct involvement of the 
State in productive activity is to be enlarged through 
the undertaking of major investments in 1982, in 
particular in basic metallurgy and petrochemicals. 


Incomes policy measures include the automatic 
adjustment of wages and salaries to the consumer 
price index and the annual adjustment of the income 
tax scales. The adjustment of wages and salaries will 
range from 100 per cent of the rate of price increases 
for those with lower incomes (monthly salaries up to 
35,000 Drs) to zero for those with salaries above 
80,000 Drs. The adjustment to be made at four- 
month intervals starting 1 May 1982 follows the 
salary increases already implemented in January 
1982 (these increases range from 5,000 Drs for 
salaries up to 20,000 Drs to 2,000 Drs for salaries up 
to 50,000 Drs and no increase for salaries above 
52,000 Drs). The adjustment of income scales is to be 
implemented in 1982. 


Monetary and fiscal policies have not yet been 
announced. It is expected however, that there will 
not be much restraint on the volume of credit, as the 
expansion of productive activity is crucial to the 
Government’s strategy. Inflation is to be fought 
through measures aimed at changing the structure of 
production rather than by credit rationing: measures 
already announced point in this direction. At the 
same time closer credit control will be introduced in 
order to divert credit from speculative activity and 
consumption to productive activities. 


К 15 particularly difficult to forecast the 
development of the Greek economy in 1982, not only 
because the budget is not yet available’ and 
monetary and fiscal policy not yet defined, but also 
because the impact of certain important policy 
measures, particularly those involving institutional 
changes, will depend on the effectiveness with which 
they can be applied. The official aim is to increase 
GNP by 2.5 per cent and lower inflation to 20 per 
cent. 


The deterioration of economic conditions in 
Portugal since the end of 1980 is reflected in 
successive revisions to official. forecasts. The 1981 
Budget was based on targets set in August 1980 
which envisaged for 1981 GDP growth of 4.8 per 
cent, an increase of fixed investments of 10 per cent, 
a current balance-of-payments deficit of $1.3 billion, 
growth in the volume of exports of goods and 
services of 7 per cent and a moderate increase 
(80,000) in total employment. The collapse of 
agricultural production, the dramatic deterioration in 
the terms of trade (10 per cent in the first half of 
1981) and the resulting worsening of the current 
balance deficit (from $861 million in the first half of 
1980 to nearly twice that amount in 1981), the 
acceleration of inflationary pressures, and the 
deterioration of the public sector deficit, all pointed 


© The 1982 budget is expected to be submitted at the end of 
February 1982. 
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to the need for a reassessment of the macro- 
economic forecasts and for a change in economic 
policy. As compared with the preliminary estimates 
of the actual results in table 2.1.1, the second 
scenario elaborated in June 1981 still seems 
optimistic as GDP growth for 1981 was forecast at 
2.9 per cent, fixed capital formation at 8 per cent, 
export growth at 4.8 per cent, the current balance 
deficit at $1.7 billion, and inflation at 16 per cent. In 
retrospect, it would seem that up to mid-1981 
economic policies remained expansionary which was 
somewhat out of tune with the deteriorating external 
and internal economic circumstances. In the first half 
of the year there was an increase in the budget deficit 
of 37 per cent (as against a planned increase for the 
full year of 24 per cent), due mostly to an increase of 
41 per cent in state expenditure on foc and 
services (in current prices). Liquidity (M2) was also 
growing fast (by 37 per cent), mostly as a result of a 
rapid increase in time deposits. Total domestic credit 
was also expanding in the first half of 1981 at a faster 
pace than in 1980 (30 and 28 per cent respectively), 
and credit to enterprises and households rose by 37 
per cent in the first half of 1981 compared with 32 
per cent in 1980: the latter was being increasingly 
used to finance expenditure on consumer durables 
rather than productive investments. 


It was, however, the evolution of the foreign sector 
that provoked the shift towards restrictive policies in 
July. The main reason for this change was not so 
much the size of the external deficit (running at a 
yearly rate of $3 billion), although that was very 
large, as the way in which it was being financed by 
costly borrowing, more than half of which consisted 
of short-term debt. During the first half of 1981 
available liquid foreign assets fell less than in the 
same period of 1980 (by $137 versus $183 million) 
but the deficit on capital account rose from $432 
million in the first half of 1980 to $1,312 million in 
1981, of which $769 million were short-term capital 
loans. In this context, rather than trying to restore 
export price competitiveness and external equili- 
brium by accelerating the depreciation of the 
exchange rate adjustment (fixed presently at 0.5 per 
cent per month under a crawling peg regime), '*' the 
Portuguese authorities adopted a more stringent set 
of monetary and fiscal policies designed to restrain 
domestic demand and to act directly on wage costs 
and long-run factor productivity. 


The July measures included an increase in interest 
rates'*? and a rise in the legal reserve ratio of 
commercial banks aimed mainly at draining part of 
the increase in liquidity created by the public sector 
deficit. Other new measures include the requirement 
of the authorization of the Bank of Portugal for any 
capital borrowing abroad, and some legal measures 
taken in August aimed at a reduction of public 
consumption mainly through the postponement of 
some current transfer outlays in the 1981 budget. 


'*! Although the effective exchange rate decreased only by 4.4 
per cent during the first half of 1981, the adjustment was far from 
uniform; up to September 1981 the escudo depreciated by 18 per 
cent against the US dollar, by 9 per cent against SDRs and 
remained virtually unchanged against the ECU. 


‘? The discount rate passed from 18 to 20.5 per cent. 
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The more restrictive stance of economic policies 
was reinforced by the 1982 budget, the introduction 
of a wage ceiling—two points below the expected 
rate of price increase—and by the loosening of price 
controls. 


The budget for 1982 foresees an increase in the 
State deficit, in money terms, of 4.8 per cent, which 
corresponds to a decline in its share of GDP from 9.9 
per cent in 1981 to 8.6 per cent in 1982. The current 
deficit is expected to decrease by 11 per cent due to 
a faster increase of current receipts (35 per cent) than 
of current expenditure (26 per cent). '** The increase 
in receipts is planned to come from higher direct and 
indirect taxes. Capital expenditure by the State 
should increase some 18 per cent (but investments 
under the programme increase by 25.3 per cent) and 
capital receipts should decline by | per cent. The 
greatest part of the 150 billion escudos net borrowing 
requirement of the central administration will be 
covered (to the extent of 101 billion) by advances of 
the Bank of Portugal. Although such advances still 
represent some 5.8 per cent of projected GDP their 
share should decrease in 1982 as compared with 1981 
when it was 6.4 per cent. As compared with the 
actual evolution of the Portuguese economy in 1981, 
the main changes foreseen in the macro-economic 
forecast of the Ministry of Finance and of the plan in 
late 1981 are the acceleration of total GDP growth to 
about twice the rate achieved in 1981 (3 per cent 
versus 1.6) and a massive transfer of domestic 
resources abroad since net current borrowing from 
abroad, in current prices, is expected to pass from 
19.3 per cent of GDP in 1981 to 14 per cent in 1982. 
A dramatic swing in the goods and services balance 
is to be achieved by a decrease in imports of 3 per 
cent and an increase in exports by 7.5 per cent. All 
major sectors of domestic demand are expected to 
decelerate but the target growth of fixed investment 
is not significantly below that achieved in 1981. 


At the time of writing (February 1982) it is difficult 
to judge to what extent present economic policies can 
achieve these targets, particularly since the flow of 
Statistical information is relatively slow and ‘as yet 
insufficient to reveal how far the restrictive measures 
taken during the summer of 1981 have already had 
an effect. Some recent trade data suggest that part of 
the apparent deterioration of the trade balance 
during the first half of 1981 was caused by specu- 
lative fears of devaluation since leads were occurring 
on import payments and lags on export receipts. 
Moreover, it should be remembered that much of the 
deterioration of the trade balance during 1981 was 
due to greater agricultural and energy imports 
resulting from extremely exceptional weather 
circumstances. But once that has been said, it should 
be remembered that the structural weaknesses of the 
Portuguese economy need a long period to be 
tedressed. The excessive growth and_ relative 
inefficiency of the public sector have been frequently 
criticized, but other factors such as the low techno- 
logical level of both agriculture and industry, the low 


83 The main increase in current expenditure is due to interest 
payments on the rapidly rising public debt. These payments plus 
amortization represented 2.1 per cent of GDP in 1977, 6.9 per cent 
in 1981 and an estimated 7.7 per cent in 1982. 
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domestic savings ratio and a general lack of entre- 
preneural capacity are at least as important. Policy 
makers in Portugal stress that action to remove these 
weaknesses is of paramount importance, but the 
main question at the onset of 1982 is whether the 
structural policies, which have been somewhat slow 
ш being introduced,' will start to produce 
favourable results soon enough to avoid the intro- 
duction of more stringent policies in 1982. 


_ It is obvious that in the short run the main problem 
is the improvement of the current balance which has 
deteriorated mainly because of a fall in the terms of 
trade by some 15 per cent since 1978. The 1977 
policies restored external equilibrium in a very short 
time, but they included a large adjustment in the 
foreign exchange rate. The Portuguese authorities 
explicitly assume an early improvement of world 
trade in 1982 as a precondition for Portuguese export 
growth. Recent forecasts, however, suggest that a 
world trade recovery might only take place towards 
the second half of 1982. If this is so, the under- 
standable reluctance of Portuguese policy makers to 
let the escudo depreciate further might be 
unfavourable in the longer run if a much larger 
adjustment is required (as in 1977) as a part of a 
wider policy change. 


According to an official forecast presented with the 
budget at the end of September 1980, GDP growth 
in Spain in 1981 was expected to be 2.5 per cent and 
inflation not more than 13.5 per cent. Exports and 
gross fixed capital formation would be the main 
sources of the faster growth but the rate of growth of 
prvate consumption would also increase. The 

alance of payments current deficit was forecast at $5 
billion, the growth of total liquidity (M3) at around 
17 per cent and credit to the private sector at 18 per 
cent. The Central Government deficit was put at 361 
billion pesetas or roughly 2 per cent of GDP. 


The degree to which these targets have been met 
has been variable. The main successes have been in 
the fight against inflation '°° and the maintenance of 
a current balance within limits which have not been 
a constraint on growth; on the other hand, the 
Budget deficit reached 3 per cent of GDP (and not 2 
per cent as expected) and the percentage increases to 
about 4 per cent if the whole public sector is 
considered. GDP growth was only 1 per cent and 
unemployment increased rapidly. 


The success in keeping the current account deficit 
within manageable bounds is (apart from the 
decrease in the import dependence on foreign energy 
supplies achieved under the National Energy 
Programme) mostly the result of the deceleration in 
the growth of domestic demand. It should be added, 
however, that the most important effects of the 
policies followed during 1981 will not be seen in the 
short term (except in the energy sector) because they 
are directed to the gradual correction of certain struc- 


‘4 An example is the energy field where energy saving and 
conservation incentives have been changed already several times, 
while the elaboration of a general energy programme has only 
started recently. 

165 МЗ growth up to December 1981 remained 1 point below the 
target (16.5 per cent) and the increase of credit to the private 
sector should not exceed 15 per cent for the year as a whole. 


tural weaknesses of the economy. Among the reforms 
is the extension of the new law on the restructuring 
of crisis sectors (June 1981) 166 to new sectors (textiles, 
large house appliances, car industry components), 
the restructuring of financial institutions, the liberali- 
zation of financial markets, etc. The main success of 
economic policy in 1981, however, has been the so- 
called ANE (National Employment Agreement) 
signed by the State, and the major trade union and 
employers’ organizations. The agreement is that 
money wages will grow less than the actual increase 
in prices for a certain time, while the government will 
aim to stabilize the employment level (in 1982) with 
a variety of measures including an increase in the 
state contribution to social security, provision for 
early retirement, and the creation of special funds to 
fight unemployment in general and youth 
unemployment in particular. The agreement has 
aleady had a moderating effect on wage claims 
during the second half of 1981 but its real test will 
come in 1982 since the employment target implies 
the creation of 350,000 new jobs to compensate for 
the predicted decline in employment. 


Economic policy in 1981 was also successful in 
maintaining a positive growth of exports and of 
investment, mainly of investment in machinery. 
Efforts to activate the house-building sector have not 
been very successful and the National Housing Plan 
targets will not be reached. In the field of public 
finance there has been some success in that, 
according to partial data, capital expenditure has 
increased considerably faster than current, and the 
financing of the State deficit has been achieved with 
a proportional lower resort to Central Bank advances 
(due to the introduction of short-term treasury bills) 
although those still represented some 2 per cent of 
GDP in 1981. The policies of structural reform will 
be continued in 1982 although the medium-term 
policies as defined in the 1982 budget mostly 
represent a reinforcement of the moderately 
expansive fiscal and credit policies followed in 1981. 


The moderation in the growth of wage costs under 
the ANE'*’ gives sufficient leeway for the intro- 
duction of a more expansive budgetary policy in 
order to sustain employment and activity. This 
implies a considerably greater deficit, of nearly 700 
billion pesetas or 3.5 per cent of GDP, with an 
increasing share of the financing being taken by 
short-term debt. Total receipts should increase by 21 
per cent and expenditure by 27 per cent but, unlike 
1981, capital expenditure is expected to expand 
somewhat less than current, due to the very fast 
growth of current transfers and interest payments on 
the public debt. 


Monetary policies are expected to remain roughly 
unchanged (the target growth of M3 being 15 per 
cent) which, if the forecast deceleration of inflation 


'66 The law sets out the machinery for reaching tripartite agree- 
ments between the administration, trade unions and employers’ 
organizations in which certain targets are defined for production, 
productivity and profitability in exchange for state subsidies, fiscal 
advantages, special credits and subsidies to labour unions for early 
retirement benefits, etc. 

167 The wage bill is expected to increase only by 10.5 per cent in 
1982. 
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takes place, implies a minor relaxation of policy. 
Credit to the private sector is expected to increase by 
18 per cent, which is about 3 percentage points more 
than GDP at current prices. As a result of these 
policies real GDP is expected to expand by 3 per cent 
and domestic demand by 2 per cent. The most 
dynamic segments of demand should be public fixed 
investment (plus 10 per cent) and foreign demand 
(6.5 per cent). It is expected that the increased 
transfers of the public sector should more than offset 
the decline in disposable income implicit in the ANE 
targets and that private consumption should expand 
slightly (0.7 per cent). 


The economic targets published by the government 
have been criticized recently as being too optimistic. 
The latest indicators on industrial production and 
demand provoke a certain pessimism in respect to 
1982 and in November 1980 the monthly industrial 
enquiry showed a further fall in the stock of orders. 
Spain’s increasing integration into the west European 
economy implies that economic prospects will 
depend to a great extent on the speed and strength of 


the recovery in other countries of the area as well as 


on the restoration of a higher level of investment. 
The latter probably depends mostly on confidence as 
it seems that there is no lack of finance. 


As was mentioned above, the incomes policy incor- 
porated in the ANE will facilitate the implemen- 
tation of a more expansionist fiscal policy in 1982 
but, as the Minister of Economics has recentl 
emphasized, “nobody can expect that wages will 
forever be growing less than the cost of living”. Thus, 
the ANE is an exceptional circumstance which will 
not be easily repeated unless investment recovers and 
there is a sufficient gain in productivity to allow a 
non-inflationary increase in real disposable income. 
The main doubt arises in connection with the speed 
of the reforms of the industry. The Spanish economy 
has shown in certain cases great adaptability to cost 
and price changes when adequate policies have been 
followed, '°* but it is arguable whether investment 
and productivity will recover sufficiently rapidly to 
take over after the favourable effects (on costs and 
prices) of the present incomes policy are exhausted. 
If the expected recovery of economic activity in the 
western market economies during the second half of 
1982 materializes and is sufficiently vigorous to boost 
Spanish exports, '*’ the main targets contained in the 
budget would seem feasible. Foreign demand is thus 
of strategic importance as there is little leeway for 
increasing the structural current balance-of- 
payments deficit and, as in the case of other 
relatively less advanced countries, its financing is 
particularly burdensome with the present high levels 
of interest rates. The present international context 
does not seem particularly favourable in this respect 
with no immediate prospect of a significant fall in the 
level of interest rates in the United States. 


_'** The most recent example is the decline in the dependence on 
oil from 66 per cent of primary energy needs in 1981 to 58 in 1982. 


18° A recent econometric study of Spanish exports suggests that 
the response of exports to changes in world trade occurs with a lag 
of two to four quarters. See J. М. Bonilla Herrera: Funcionés de 
importacion у exportacion en la economia espafola, Madrid, 1978. 
Export growth would thus continue to rely on markets outside 
western Europe until the end of 1982. 


Recent economic performance and policies in 
Turkey were still influenced by developments 
between 1973 and 1977. Turkey was exceptional in 
that the 1973 increase in the price of oil was not 
passed on to the users. This policy implied a loss of 
revenue from indirect taxation, increasing 
government subsidies and widening budget deficits 
financed by inflationary means. The growth rate of 
the economy during this period stayed around 7 per 
cent but current borrowing from abroad increased 
rapidly (to 7-8 per cent of GDP in current prices) 
and much of the increase in foreign borrowing was 
short-term. By the end of 1977 Turkey faced a 
payments crisis which led to the re-negotiation of 
foreign debts and the signature of а stand-by 
agreement with the IMF in April 1978. The 
economic packages of 1978 and 1979 did not have 
much success: inflation accelerated, shortages of 
imported inputs increased, leading to lower capacity 
utilization in industry; external debt continued to 
grow and black markets, particularly for foreign 
exchange, developed. The second oil shock 
contributed to a worsening of all these conditions, 
particularly in 1980. 


In January 1980 a Stabilization Programme was 
adopted which introduced stringent fiscal and 
monetary policies aimed at restricting domestic 
demand and promoting exports. Half a century of. 
protectionism was abandoned and reliance was 
placed on the operation of market forces rather than 
on direct controls or Government intervention. '” 
The short-term targets of the Programme have been 
fulfilled: during 1981 inflation was abating, export 
performance improved dramatically, the current 
account deficit fell and production started to recover. 
Moreover, one of the main causes of the growing 
budget deficits of recent years, namely transfer 
payments to state enterprises to cover their opera- 
tional losses, seems to have been weakened as 
according to partial data state enterprises managed 
to make profits and increase their production. 


The macro-economic targets of the 1982 
programme assume that the present economic policy 
will remain unchanged in its main lines. The rate of 
growth of GDP (at 4.3 per cent) is expected to be 
about the same as that for 1981, but the inflation rate 
is expected to decline further to 25 per cent: this is 
still high but much lower than the 37 per cent 
increase of 1981 and the three-digit figure for 1980. 
The current balance is expected to improve by nearly 
$0.4 billion due to a considerable improvement in 
invisibles. It is expected that there will be a recovery 
in agriculture but a slight deceleration in the growth 
of industrial output. 


Private and public consumption and gross fixed 
capital formation are expected to grow faster but 
total investments should decelerate. Final budget 
results for 1981 are not yet known but, up to 
November 1981, revenues increased by 80 per cent 
(due to the implementation of tax reforms in 1980): 
thus the consolidated budget'”' deficit which had 


'° The Programme is described in greater detail in the 
Economic Survey of Europe in 1980. 


'' That is, the budgets of the central Government and some 
autonomous bodies such as universities, waterworks, etc. 
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been 134 billion lire (equivalent to 3 per cent of 

GDP) in 1980 should be much smaller in 1981. The 

consolidated budget for 1982 is expected to balance. 

Nonetheless, the central Government borrowing 

requirement is estimated at some 65 billion lire or 0.8 

ea cent of GDP and 80 per cent of the consolidated 
udget is to be financed by tax revenues. 


The fiscal and monetary policies of recent years 
have had a great measure of success in achieving a 
better balance of the public sector deficit and 
reversing inflationary expectations (as is shown by 
the fact that savings deposits more than doubled in 
the 12 months to October 1981). The main uncer- 
tainties in the official forecasts are the assumptions 
concerning the evolution of the foreign sector: 
exports are expected to increase by 24 per cent in 
doilar terms (after an increase of 62 per cent in 1981), 
invisible net receipts to increase by 20 per cent, and 

rivate capital inflows to be double their 1981 level. 

ebt servicing is projected to increase to $1.9 billion 


(compared to $1.7 billion in 1981). External debt 
remains very high and in September 1981 amounted 
to $20 billion, equivalent to more than 30 per cent of 
GNP. Concessional aid, which has been used in 
recent years to finance the foreign deficit, is expected 
to disappear after 1983, but even if the assumed aid 
and capital inflows materialize the growing import 
needs of the country may continue to put pressure on 
scarce foreign exchange resources. The success of 
Turkish policy in recent years in reinforcing trade 
and financial links with Middle East countries '’? may 
provide the country with much needed new sources 
of foreign finance, but in the long term domestic 
Saving and export capacities are the only feasible 
basis for sustained growth. 


'? Turkish public works firms increased their contracts in 
Middle East countries to a total of over $10 billion in 1981. Banks 
in these countries have recently expanded rapidly their syndicated 
loans to Turkey. 


2. RECENT ECONOMIC DEVELOPMENTS IN YUGOSLAVIA 


(i) General trends 


In Yugoslavia the upswing in the growth of output 
by some 7 to 8 per cent per year during 1977-1979 
was followed in 1980 and 1981 by a drop in the 
growth rate to around 2 per cent (table 2.2.1). '”’ Only 
a slight improvement in the growth of output is 
expected in 1982 and in 1983, but there should be a 
stronger improvement thereafter. 


The basic factor that has dominated the present 
cycle is the foreign balance of payments. The first oil 
shock was quickly absorbed and the current account 
deficit was turned into a surplus in 1976. At the same 
time, total foreign debt was relatively small and the 
ratio of gross debt service to total exports was some 
17 per cent in 1977. This situation permitted faster 
growth of domestic demand and output in the years 
that followed. This acceleration of output was 
welcome, because a massive return of Yugoslav 
workers from abroad threatened to raise sharply the 

ressures on the domestic labour market. In fact, 

etween 1977 and 1979 all the returnees from abroad 
were absorbed, as well as the natural increase in the 
labour force and a certain number of migrants from 
agriculture. The rate of growth in the number of 
unemployed was gradually reduced, from some 16 
per cent in 1976 to 3.7 per cent in 1979. 


The second oil shock, however, accentuated the 
already mounting structural shortcomings of the 
Yugoslav economy and rising domestic demand 
provoked a sharp rise in the current account deficit, 
which reached some $3.6 billion in 1979. Foreign 
debt also rose considerably and the gross debt service 
ratio reached 21 per cent of export earnings. 


In these circumstances restrictive policies were 
inevitable. Moreover, instead of borrowing abroad to 
maintain domestic consumption and investment, 
policy was changed so that the deterioration of the 
terms of trade was borne mostly by real wages and 
investment. At the same time, policies to stimulate 
exports were introduced, while imports were consider- 
ably reduced. Consequently, the current account 
deficit was gradually reduced to some $750 million in 


'? The data in this section are based mainly on SaopStenje 
(Communiqué) of the Federal Statistical Office, No. 339, 30 
December 1981 (in Serbo-Croatian); Godisnji izvestaj, 1981, 
(Annual Report) of National Bank of Yugoslavia (in Serbo- 
Croatian, but also available in English); Indeks, a monthly review 
of economic statistics published by the Federal Statistical Office 
(in Serbo-Croatian); and in some cases on direct communication 
between the institutions mentioned and the ECE secretariat. 
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1981. However, unemployment continued to 


increase, although at reduced rates. 


The lower rates of growth of output and demand 
are expected to continue as long as the deficit on 
current account persists. In fact, in 1981 it was only 
41 per cent of the $1.8 billion envisaged in the 
annual plan. Current policies aim to reduce it 
further, to some $500 million in 1982 and to 
eliminate it completely in 1983. In the meantime the 
debt service ratio ought to fall to well below 20 per 
cent. Output is planned to expand by 2.5 per cent in 
1982, and perhaps slightly more in 1983. Thereafter 
it is hoped that the rate of growth will again surpass 
4—5 per cent, for it is only at similar rates that the rise 
in unemployment can be checked. 


(ii) The growth of demand, output and supplies 


After 1979, it was the expansion of domestic 
demand which lost momentum, while a fast rise in 
export volume was the sole factor that sustained the 
growth of output. Output was affected in particular 
by a considerable reduction in import volume, both 
of consumer and producer goods, including fuels and 
raw materials. 


After 1979, the fall in domestic demand sharpened: 
a decline, in volume, of 1.5 per cent in 1980 was 
followed by a still larger fall in 1981; in the three 
years preceding 1980 it had grown by 6 to 12 per cent 
per year. The decline since 1980 affected all the 
components of demand, but the sharpest fall was шт. 
investment. 


Nevertheless, the social product still continued to 
grow: 2.3 per cent in 1980 and 2.0 per cent in 1981, 
as compared with 7-8 per cent per year between 1977 
and 1979. Output growth was due to a rise in the 
volume in exports of nearly 11 per cent in 1980 and 
more than 4 per cent in 1981. Together with a sharp 
decline in the volume of imports (some !0 per cent in 
1980 and 9 per cent in 1981),' the foreign trade 
balance contributed positively (and increasingly so) 
to the demand for Yugoslav goods. 


The pace of economic growth nevertheless 
slackened because of falling supplies of domestically 


'* However, at the beginning of February 1982, A. Zmijarvic, 
Deputy Director General of the Federal Bureau of Social 
Planning, reported (Politika, 2 February 1982, p. 5) that in 1981 
Yugoslav exports rose by 11 per cent while imports declined by 5 
per cent (in volume terms). These figures, however, could not be 
taken into account here, as a detailed breakdown was not available 
at the time of writing. 


ee ee elopements во ae 


Rec 


ent economic. developments in Yugoslavia 


TABLE 2.2.1 


Yugoslavia: Volume growth of demand and output 


мы—ь нь _ 


Final domestic demand 
Private consumption . 


Collective consumption . 
Gross fixed investment . 


Total domestic demand 
Addition to stocks and errors . 


Foreign balance 


(goods and services) . 


Social product . 
Agriculture . 
Industry . 
Construction 


Annual percentage change at constant 1972 prices 
Е ee 


1979 billion Percentage 


current dinars share 1977 1978 


1979 


1980 


1981 


Industrial output per worker : 


. 1180.9 92.0 9 8.1 OW) = —4.9 
622.4 48.5 7.0 7.0 5.6 0.7 =: 
110.9 8.6 7.4 6.5 4.5 —1.0 —4.8 
447.6 34.9 95 10.5 ЖИ SSO S100 

. 1283.9 100.0 12.2 6.4 9015 
103.0 8.0 ЗЕ 12 3.8 1 =0:8 

5 SWS —4.6 ОВ 26 4.0 9.0 

. 1165.8 8.0 6.9 7.0 2.3 2.0 
139.4 4.8 — —6.4 57 0.8 1.4 
417.7 9.4 8.7 UE 4.2 4.0 
128.7 10.0 12.8 10.0 0.0 —4.0 

5 5.3 4.2 1.9 1.5 


Source: National statistics. 


produced and imported pnts The weight of 
imports is especially high in the Yugoslav economy: 
they account for some 30 per cent of GNP and for 
a still higher proportion of inputs to industry and of 
capital goods. In fact, the control of imports is the 
most effective instrument in the hand of the 
ie aba for reducing the growth of output. 
nstruments for demand management in Yugoslavia 
are much weaker and would not have been able to 
produce the required reduction of output. Current 
policy is to relate imports to the expansion of 
exports, while still eliminating the current account 
deficit. The longer run, strategy is to expand exports 
and substitute imports wherever domestic costs are 
competitive (food, energy, non-ferrous metals, 
certain metal manufacturing). This policy may start 
to bear fruit in 1983 when import and domestic 
constraints on supply are expected to ease. 


Industrial output grew by some 4 per cent in 1980 
and in 1981, although this was half the rate in each 
of the preceding three years. Output was affected by 
shortages of both imported and domestically 
produced supplies of raw materials and other inputs. 
Domestic output of industrial inputs increased by 4 

er cent in both 1980 and 1981 (7 to 10 per cent 
bearers 1977 and 1979), while imports (in volume) 
declined by 5.6 per cent in 1980 and 4.6 per cent in 
1981. Exports of these products expanded by 4 per 
cent in 1980 and remained roughly unchanged in 
1981. Above average growth rates of industrial 
output tended to be concentrated in those sectors 
where import substitution policies were most 
effective and most profitable (coal, oil and gas, steel, 
non-metallic minerals, engineering, paper, leather, 
artificial fibres). 

Agricultural output remained more or less at the 
level of the previous year, which was unsatisfactory. 

e growth of this sector has been held back by a 
deficient price system and by inadequate supplies of 
inputs, although protection in foreign markets has 
also been a factor. The restrictive policies affected 


canstruction output most severely: in 1980 it 
remained unchanged but declined by 4 per cent in 
1981; this contrasts with an expansion of 10-13 per 
cent per year between 1977 and 1979. The output of 
transport services was near to stagnation in 1981. One 
of the most deficient aspects of current Yugoslav 
economic policies is that such slack has arisen in the 
agricultural, '’* construction and transport sectors, all 
of which are little dependent on imports (less than 10 
per cent both direct and indirect) and for which 
domestic demand for their output 15 highly 
unsatisfied (this applies particularly to housing 
construction). 


Capital formation is the activity which is most 
dependent on imports (more than one third), and its 
volume fell by 5 per cent in 1980 and by another 8 
per cent in 1981. ''° This contrasts sharply with a rise 
in volume of 7 to 10 per cent per year between 1977 
and 1979. Domestic capital goods output continued 
to grow at a rate of 4 to 5 per cent in both 1980 and 
1981, but this was less than half the rate recorded in 
the preceding three years. The volume of imported 
capital goods was reduced by some 23 per cent in 
both 1980 and 1981, whereas they had increased by 
9 per cent in 1978-1979. At the same time, export 
volume hardly changed in 1980 and 1981. The 


5 The uncultivated area of arable land increased from 424,000 
hectares in 1959 to 670,000 hectares in 1979, the latter figure 
amounting to some 9 per cent of total arable land. At the same 
time the country imported significant quantities of agricultural 
products, including wheat and maize, for which it has an unques- 
tionable comparative advantage. 

'6 Preliminary figures (Federal Statistical Office, SaopStenje, 
No. 339, 30 December 1981, p. 10) reported 10 per cent; the figure 
of 8 per cent was given by the Federal Secretariat for Information 
in mid-January 1982—Privredni pregled, 15 January 1982, p. 2. 
The latter source reports that the number of investment projects 
was cut by 12 per cent. It was estimated, however, that this leaves 
the number of projects at some 25,500. This is rather high, 
especially if preliminary estimates of their value—some 1,373 
billion dinars in 1981 ($US 31.6 billion at current exchange rate)— 
-is taken into account, so that further substantial cuts are judged 
necessary. 
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reduction of imports of capital goods was the main 
reason for the fall in capital formation, but this 
policy was also reinforced by the reduction of bank 
credits to enterprises and severe limitations on the 
ability of enterprises to borrow abroad. Although the 
profits of enterprises increased somewhat, the 
general circumstances were not such as to encourage 
investment. 


The volume of personal consumption in 1980 
remained at the level of the preceding year, but 
declined by more than 1 per cent in 1981. Real wages 
declined by 7.5 per cent in 1980 and by another 4.7 
per cent in 1981 (as compared with increases of 2.9 

er cent in 1977, 5.8 per cent in 1978 and 0.1 per cent 
in 1979). This development was due largely to 
policies to improve the terms of trade for farmers, in 
order to stimulate the expansion of agricultural 
output. Moreover, the capacity of enterprises to 
increase nominal wages was limited by monetary 
policies and pressure from the government to ensure 
that losses were financed from current income. On 
the supply side, domestic output of manufactured 
consumer goods grew at a rate of 4 per cent in both 
1980 and 1981 (which was less than half the rate 
reported in preceding years), while output of agricul- 
tural products stagnated in 1980 and increased only 
slightly in 1981. Most of the adjustment of demand 
fell on imports of consumer goods, the volume of 
which fell by 8 per cent in 1980 and by another 12 

er cent in 1981 (as against an average annual 
increase of 7.2 per cent in 1978 and 1979) while 
exports soared by 29 per cent in 1980 and 14 per cent 
in 1981 (as com а with 11 рег cent in 1978 and 3 
per cent in 1979). 


The volume of collective consumption fell by 1 per 
cent in 1980 and by a further 5 per cent in 1981 (in 
each of the preceding three years it grew by 4.5.to 7.4 
per cent). Current policy aims to continue to restrict 
the gtowth of this consumption because it is 
considered to have been excessive given the existing 
level of economic development of Yugoslavia. '” 
Budget expenditures were reduced in real terms and 
the budget deficit continued to fall as a proportion of 
total expenditure. Moreover, budget deficits were 
increasingly financed by borrowing on the interna- 
pea capital market rather than from the National 


(iii) Costs, prices and money supply 


It has become almost a rule in the Yugoslav 
economy that inflation accentuates when the pace of 
economic activity diminishes. This apparently 
paradoxical behaviour is due both to real factors, 
since 4 reduced porn rate inevitably leads to a rise 
in unit costs, and also to psychological factors: wage 
earners are more inclined to demand higher nominal 


7In late September 1981, У. Zarkovié, a member of the 
Federal Presidency, pointed out that “the present volumes of 
general and collective consumption has unrealistically high dimen- 
sions. It is evident that in present conditions such a superstructure 
has become too heavy for the economy of the country. It is 
therefore necessary to re-examine and to revise many kinds of 
general and collective consumption, including some of the so- 
called acquired rights, as well as to diminish the rates of taxes and 

contributions”. Borba, 28 September 1981, p. 3. 


wages when real wages are declining than in the 
opposite case. Psychological factors have been accen- 
tuated in recent years by the introduction of agree- 
ments between producers of certain categories of 
goods and different government bodies about future 
price adjustments. In spite of the fact that this 
method of pricing has been accepted in Yugoslavia 
for several years as a normal element in the process 
of price formation, the absence of clear and firm 
general criteria for price determination in practice 
has transformed it in many cases into a way of 
securing price increases whenever the parties to an 
agreement are strong enough to impose their 
decisions on other producers, consumers, or the 
general public.'’ The effect of this system on 
inflation is further accentuated by the fact that the 
parties to price agreements tend to adopt as their 
minimum increase the official expectation of the 
average rate of price increase in the following year. 
At the same time, the traditional instruments of 
demand management have been weakened and have 
become ineffectual in curbing inflationary pressures. 


The GNP price deflator—a global indicator of 
inflation—increased by 30 per cent in 1980 and by 
another 40 per cent in 1981: in the preceding three 
yeats its rate of increase rose from в to 21 per cent 
(table 2.2.2). Factors of domestic origin were the 
main cause of this acceleration. The sharpest rise was 
for agricultural producers’ prices: a 36 per cent 
increase in 1980 and a further 51 per cent in 1981; in 
the previous three years the rates of increase were 12, 
11 and 26 per cent respectively. The recent increases 
reflect a deliberate attempt to improve the agricul- 
tural terms of trade, but shortages of certain products 
also had some influence. This, of course, implies a 
large rise in the unit costs of output for the economy 
as a whole, since the higher cost of foodstuffs has 
been increasing the pressure for higher wages and 
salaries. Industrial prices increased by 27 per cent in 
1980 and 45 per cent in 1981, as compared with rates 
of 8 to 13 per cent in preceding years. Wage cost per 
unit of output outside agriculture increased by 22 per 
cent in 1980 and 36 per cent in 1981 (and by more 
than that in industry alone) and, given their large 
weight in total costs, accounted for most of the rise in 
producer prices. Certain taxes and contributions, 
levied on enterprises, were also rising, as part of the 
policy to increase the extent to which budgetary 
expenditures are matched by budgetary revenues, 
but the taxes and contributions linked proportionally 
to wages and salaries actually increased the 
inflationary pressures. Following the second oil 
“shock”, import prices contributed less to inflationary 
pressure: they increased in 1979 by 15 per cent, and 
by another 19 per cent in 1980, but in 1981 they rose 
by 12 per cent. 


It is questionable as to how much demand 
pressures have contributed to the rise in prices. The 
money supply has risen at very similar rates in each 
of the last four years: some 22 per cent (table 2.2.3). 


'* In January 1981, The Co-ordinating Committee for Prices 
and Income Distribution of the Economic Chamber of Yugoslavia, 
argued that different mechanisms in the process of price formation 
were endangering the normal functioning of market forces, 
widening branch differences and accelerating the pace of inflation. 
Privredni pregled, 15 January 1982, p. 1. 
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TABLE 2.2.2 


Yugoslavia: Income, wages, costs and prices 
Se ee ee eee 


Annual percentage change 


1977 1978 1979 1980 1981 


Incomes 
Total income . : 2122.5 —:26.6° 27.7 + 28.4.) 345 
Disposable income . 2: 220.11 21S 2825 34:6 
of which: 
Savings . roca .) 25-496 9269" 22:95 113 
Savings ratio (per cent) . 15.6 18.5 18.4 17.6 17.6 
Wages, costs and prices 
Realswapesa a. ea a es S58 er | — 7.5 —4 7 
Nominal wages . 18.8 209 20.5 20.5 34.0 
GNP price deflator. 14.8 15.0 206 304 40.2 
Wages costs per unit of 
output eee a eld) 17:4 265. 35:8 
Industrial producer prices 9.5 84 13.2 27.3 44.6 
Agricultural producer prices 12.1 11.4. 25.6 35.6 50.5 
Export prices . Sec 12.6 - 87, 149 193 124 
Import prices . 13:9 4:6) 19:3 39:6) 120 
Retail prices . 13.3 13.4 21.9 304 46.9 


Source: National statistics. 
Note: In 1979 total income was 843.4 billion dinars, disposable income 821.0 billion 
and savings 150.8 billion dinars. 


This compares with an expansion of GNP in current 
prices of 33 per cent in 1980 and 43 per cent in 1981, 
in both years a great deal faster than the rise in 
money supply. Thus monetary policy was restrictive, 
but other sources of inflationary pressure, not 
amenable to the control of monetary policy, were 
stronger. 


(iv) Employment 


Despite the fact that in Yugoslavia there is still a 
considerable labour surplus and a continuing large 
migration of labour from agriculture to other sectors 
of the economy, government policies in 1980 and 
1981 were obliged to shift priority from employment 
to the balance of payments. In fact, the growth of 
employment outside agriculture followed a similar 
trend to that of output and demand: high rates, of 4.3 
to 4.6 per cent a year, during the 1977-1979 period 
were followed by declining rates of 3.3 per cent in 
1980 and 2.5 per cent in 1981 (table 2.2.4). The 
significance of this deceleration can be judged by the 
fact that employment outside agriculture needs to 
grow by approximately 5 per cent a year if total 
unemployment is not to increase. This would require 
a growth rate of output of some 8 per cent per year 
which, in existing circumstances, is beyond reach. 
Thus, unemployment will continue to increase for 
some time to come. This is all the more likely 
because the agricultural labour force still accounts 
for more than 30 per cent of the total labour force. 


However, the growth of registered unemployment 
has also slackened in recent years: from a rate of 
increase higher than 10 per cent in 1977 and 5 per 
cent in 1978, to 3.7 per cent in 1979, 3 per cent in 


1980 and 2.7 per cent in 1981. Three factors have 
influenced this deceleration. At first, the return flow 
of Yugoslavs previously employed abroad, which 
was at its most intense in 1976 and 1977, almost 
ceased in subsequent years. Secondly, the pressure of 
migration from agriculture has also diminished: an 
outflow of about 2 per cent of agricultural 
employment was reported in 1977-1978 but of only 
around | per cent in 1980 and 1981. Principally, this 
was due to the lack of opportunities for employment 
elsewhere, but the conditions for farming also 
improved considerably with the increase in the 
agricultural terms of trade. Thirdly, the rate of 
increase of employment in the private sector 
continued to exceed 6 per cent. At the same time the 
number of vacancies continued to decline, mainly 
because of the sluggish pace of economic activity. It 
could be argued that the increase in unemployment 
would have been still smaller had the government’s 
restrictive policy been more selective. A higher 
growth rate in construction and services—for which 
there exists both domestic capacity and unsatisfied 
needs—could have created more employment 
without worsening the balance of payments, since 
both sectors are labour intensive and little dependent 
on imports. 


The outcome of these various movements in the 
labour market is a _ considerable level of 
unemployment in Yugoslavia. The number of job 
seekers in 1981 was some 800,000, equivalent to 7.2 
per cent of the total labour force and almost 13 per 
cent of employment outside agriculture. However, 
the concept of job seekers in Yugoslavia is very loose, 
as it includes all those who already have a job but 
have registered for another; it also includes school 
leavers who have not yet graduated. It is estimated . 
that genuine unemployment accounts for some 60 
per cent of job seekers. If this is in fact the case, real 
unemployment in 1981 would have amounted to 
some 480,000, which is 4.5 per cent of the total 
labour force or nearly 8 per cent of the employment 
outside agriculture. 


(v) The balance of payments 


As already noted, economic policies in 1980 and 
1981 were concentrated on improving the balance of 
payments. '’”? The emphasis of these policies was on 
reduction in the volume of domestic demand (and 
especially of demand which is import elastic) and the 
enlargement of the export surplus. In addition, 
exports were encouraged and imports suppressed by 
various monetary and fiscal instruments. A 
prominent role was played by devaluation of the 


19 A determined will to pursue such a policy was underlined in 
mid-1981. Addressing the Parliament of Yugoslavia on 3 July 
1981, Р. Stamboli¢, Vice-President of the Federal Presidency, 
stated: “Should the present trends in foreign trade continue, we 
will conclude this year with a much pois deficit than last year. 
It must be clear to everyone today that we really cannot, nor do 
we wish to, increase our debts beyond the level planned in order 
to satisfy all development and other ambitions. The Federal 
Presidency is firmly of the opinion that these negative tendencies 
must be checked, that price increases must be kept within the 
planned framework and that the planned deficit in the balance of 
payments and in the volume of indebtedness abroad must not be 
exceeded.” Borba, 4 July 1981, p. 4. 
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TABLE 2.2.3 


Yugoslavia: Money supply and consolidated budgets 


ue —— 


Billion dinars 


Changes during period 


Amount 


end-1980 1977 1978 1979 1980 1981 


Money supply (М!) 461.7 44.6 64.2 59.8 86.5 102.0 
Bank credits eee 1576.7 139.9 189.3 230.7 280.1 345.0 
Foreign exchange transactions SSL AE —19.4 —78.6 —95.4 —85.0 
Non-monetary deposits increase —857.6 —74.4 —107.5 —151.9 —190.0 —158.0 
Budget expenditures . 507.5 61.4 82.4 100.1 93.3 110.0 
Budget deficit 43.1 14.5 11.6 8.5 ez 59 
Source: National statistics. 
TABLE 2.2.4 
Yugoslavia: Employment 
Annual percentage change 

End-1980 

(thous- 

ands) Percentage 1977 1978 1979 1980 1981 
Total labour force . Re eee LO 98S ee 100.0 1.4 1.4 1.3 1.3 12 
Employment outside agriculture 6043 55.0 4.5 4.6 4.3 3.3 25 
Employment in agriculture . 3 669 33.4 = =) | 8) = 
Employment abroad 800* te =P) 310) =a $ = 
Job seekers : poms 789 go) 10.2 5.0 37 3.0 21 
М Berthis uci’. cheer tc 48 0.4 18.9 14.3 Tal a= JES = 
Effectively unemployed 473* 4.3* 10.2 5.0 3.6 3.0 2.7 


Source: National statistics. 


foreign exchange rate, first, in June 1980 by 30 per 
cent and, then, gradually in the autumn of 1981 by 
another 35 per cent. It seems also that import substi- 
tution policies undertaken a few years earlier began 
to produce results in 1980 and 1981. 


The current account deficit, which reached a record 
$3.7 billion in 1979, was cut to $2.3 billion in 1980, 
and to $746 million in 1981 (table 2.2.5). The trade 
deficit in convertible currencies was larger than that 
but it was also considerably reduced, from well 
above §3 billion in 1979 to $2.2 billion in 1980 and to 
$1.4 billion in 1981. 


The improvement in the current account balance 
was due principally to a considerable decline in the 
trade deficit which fell from $7.2 billion in 1979 to 
$6.1 billion in 1980 and $4.8 billion in 1981. It should 
be noted that the improvement would have been still 
better had foreign trade prices not risen. Although 
export and import prices changed at virtually the 
same rate (some 19 per cent in 1980 and another 12 
per cent in 1981), they inflated the import bill more 
than export earnings, since the size of the latter was 
only 50-55 per cent of the former. The bulk of the 
above deficits were incurred in the trade with 
countries with convertible currencies. Here also large 
reductions in the deficit were achieved: from $6.6 
billion in 1979 to $5.8 billion in 1980 and $5.2 billion 
in 1981. In value terms Yugoslav exports to countries 


with convertible currency increased by 21 per cent in 
1980 and by 8 per cent in 1981, whereas imports 
remained roughly unchanged in both years. Exports 
(in volume terms) of all major types of product rose 
fast, but especially those of consumer goods which 
rose some 29 per cent in 1980 and 14 per cent in 
1981. In the markets of countries with convertible 
currency, Yugoslavia is increasingly competing with 
the newly industrialized countries and particularly in 
the products which are not heavily protected in those 
markets. In the last two years Yugoslavia has recap- 
tured a certain amount of market share in these 
countries. 


Yugoslavia has a surplus in trade in services: this 
increased from $3.6 billion in 1979 to $3.8 billion in 
1980 and $4.1 billion in 1981. The principal items 
within services are workers’ remittances followed by 
tourism, but their exact relative size is difficult to 
establish because in the private sector they are not 
accurately recorded. An important influence on the 
services account are the incentives for Yugoslavs 
working abroad to repatriate both their current 
savings and a proportion of their accumulated 
capital. The rise in remittances is all the more 
remarkable in that the number of Yugoslavs working 
abroad has remained virtually unchanged in the last 
few years. The only negative balance in the service 
account are interest payments, which rose from $1.1 
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TABLE 2.2.5 


Yugoslavia: Balance of payments and foreign debt 
SS ee ee a eee eee 


1977 1978 1979 1980 1981 


Volume growth 
Exports . 
Imports . 

Terms of trade . 


Trade balance. 

Exports cif. 

Imports f.0.b. . wae 
Balance on services and transfers 

Remittances 

Tourism . 

Transportation 

Interest . 

Other. oe eee 
Balance on current account . 

Capital account 

Net reserve movements 

Total reserves . С 

Gross foreign debt . 

Nef forcignidebtimaa Leo 

Net foreign debt minus reserves 


Ratio of total debt service to all exports 
Net 
Gross. BR PES ares EA LBs ETT 
Ratio of total convertible debt service to all 
convertible currency receipts 
Net 
Gross. 


Annual percentage change 


—4.9 —0.8 —0.4 10.7 4.2 

14.2 УИ 8.0 —10.1 —9.0 

= 3.9 = —0.3 0.4 
Million current US dollars 

. —4380 —4317 —7225 —6086 —4852 

5 254 5671 6 794 8978 10513 

9 634 9988 14019 15064 —15365 

2798 3061 3 564 3795 4106 

1427 1714 1710 1539 2800 

751 930 1028 1370 1500 

563 585 731 832 950 

—258 —300 —1035 —1084 —1550 

; 315 132 1130 1138 406 

‚ —1582 —1256 —3 661 —2291 —746 

1544 1592 1809 2460 1050 

= 38 336 —1852 169 304 

3843 4179 2327 2496 2800 

9540 11833 14952 19055 21000 

8424 10726 13732 17519 19000 

4581 5547 11405 15033 16200 

Percentage 

14 14 17 16 16 

17 18 21 20 20 

17 17 20 19 19 

20 2] 24 22 22 


Source: National statistics and estimates of the ECE secretariat. 


2 Gross foreign debt minus credits to foreign borrowers. 


billion in 1980 to $1.6 billion in 1981: the latter was 
somewhat less than 3 per cent of GNP in 1981. The 
increase reflects a rise in the proportion of short-term 
debt in the total, and the sharp rise in world interest 
rates. 


In both 1980 and 1981 capital was imported not 
only to finance the deficit on current account but also 
to provide an addition to the foreign currency 
reserves. In 1981 foreign debt reached a total of $21 
billion gross and $19 billion net. Judging by the ratio 
of debt service to export earnings—which for the 
total net debt amounted to some 16 per cent in both 
1980 and 1981, and for the debt in convertible 
currencies—against inflows in convertible currency 
some 19 per cent in both 1980 and 1981—the level of 
this debt is not excessive. However, despite the fact 
that the international banking system tolerates debt 
service ratios of up to 25 per cent, Yugoslavia 
encountered considerable difficulties in increasing its 
new borrowing in 1980 and 1981. This is one of the 
main reasons why it is planned to balance the current 
account in 1983 and then to open the way for a 
reduction in foreign debt in subsequent years. 


(vi) Prospects for 1982 


A further reduction of the deficit on the current 
account remains a priority of economic policy in 
1982. To this end, the volume of private consumption 


is intended to remain at the same level as in 1981, 
but collective consumption is to be cut by another 4.4 
per cent and investment in fixed assets by as much as 
6 per cent. If this plan is realized, then the volume of 
private consumption in 1982 will remain roughly at 
the level of that in 1979, while the volume: of 
collective consumption and of investments in fixed 
assets would be lower by some 10 and 20 per cent 
respectively. However, the volume of GNP would be 
3 per cent higher than in 1979. 


The distribution of the above cuts is influenced by 
the import intensity of different categories of expen- 
diture and by the social importance of different 
consumption items. It is considered socially 
undesirable to allow anything more than very 
marginal cuts in the volume of private consumption, 
although shifts in its composition are acceptable. It is 
also considered undesirable to allow any further 
decline in real wages. Thus private consumption as a 
whole and real wages in particular are planned to 
remain unchanged in 1982. 


It thus appears, that the scope for moving 
resources into a further rise in the export surplus in 
1982 will be created not only by cuts in collective 
consumption and investment, but also by ensuring 
that all of the increase in domestic productivity goes 
into exports. In fact, exports of goods and services 
are planned to increase by 8.5 per cent while imports 


ee 


should fall by another 4.4 per cent. These changes 
should lead to a decline in the balance-of-payments 
deficit to $500 million in 1982. This may be 
optimistic given the slack conditions expected to 
prevail in the markets of the industrial countries; but 
it is assumed that as Yugoslavia’s share in these 
markets is marginal, considerable movement is 
possible whatever the overall growth of the market. 
Import substitution is also expected to provide a 
positive contribution. 


The negative repercussions of changes in demand 
which have been under-way since 1979 have not yet 
diminished. It is true that GNP is expected to grow 
in 1982 at a slightly faster rate of growth than in 1981 
(2.5 per cent against 2 per cent). However, this 
acceleration is due to a much faster growth rate 
planned for agriculture (1.4 per cent in 1981 and 4 
per cent in 1982) which is subject to climatic risk. In 
contrast, the growth rate of industry is expected to 
slacken further (from 4 per cent in 1981 to 3.5 per 
cent in 1982). This will undoubtedly provoke a 
further decline in the growth rate of non-agricultural 
employment (the plan puts it at 2 per cent) which 
will further aggravate the unemployment problem. 


The planners expect a sharp deceleration in the 
rate of price inflation in 1982, to 20 per cent for the 
GNP deflator—half the 1981 rate. Agricultural 
producers will decelerate prices sharply (from a 50 
per cent rise in 1981 to 19 per cent in 1982), as will 
industrial producer prices (from 47 to 20 per cent). 
The basis for such a deceleration is not made explicit 
in the published documents, but it seems plausible to 
expect that the rise in labour costs per unit of agricul- 
tural output should fall sharply given the fact that 
the agricultural terms of trade increased substantially 
between 1979 and 1981. However, incomes policy so 
far has not proved strong enough to limit the rise in 
nominal wages. It seems that the government is 
determined to reduce further the rate of increase in 
money supply in order to restrain demand inflation. 


However, the effectiveness of this policy may be 
questioned in the light of previous experience. For a 
number of years there has been discussion of policies 
which would provide a more balanced long-term 
allocation of enterprise incomes, more efficient use of 
increasingly scarce resources, particularly of capital, 
and concentration of capital resources in key sectors 
which could redress structural imbalances more 
quickly and improve the utilization of existing 
capacities. Judging by some published official 
documents, it would appear that the government 1s 
becoming increasingly aware of the soundness of 
such policies. 


In December 1981 it was announced that the 
current five-year plan would be revised. According to 
preliminary information, the number and total value 
of priority investments will be reduced, although 
their share of total investment will increase.'*° In 
January 1982, a new federal law on depreciation 
charges and revalorization of fixed assets was 
approved: this increases depreciation charges by 
some 40 per cent in order to prevent in future the 
disinvestment that has occurred in many branches. 
Several measures to substantially increase and 
stabilize domestic agricultural production were 
implemented. '*! Together with others mentioned 
earlier, these measures are expected to gradually 
redress structural imbalances, to improve the balance 
of payments and to lay the basis for a faster rate of 
development in the future. 


[п an interview given to Borba, 21 January 1981, р. 7, 
S. Medenica, the Director General of the Federal Bureau for 
Social Planning, said that the highest priority will be given to 
investment projects promoting exports and import substitution 
and those redressing structural imbalances in the economy; the 
share of such priority projects in total gross investment should now 
amount to 75 per cent instead of the previous target of 63 per cent. 

'*! At the end of January it was reported that the area under 
wheat in autumn 1981 had been increased by some 10 per cent. 
Privredni pregled, 28 January 1982, p. 2. 


3. RECENT CHANGES IN THE STRUCTURE OF OUTPUT AND EMPLOYMENT 
IN THE MANUFACTURING SECTOR OF SOUTHERN EUROPE 


INTRODUCTION 


This note attempts to put into a medium-term 
pos pecive ihe evolution of the manufacturing sector 
in the major countries of southern Europe. The 
world economic recession which followed the 
1973/74 oil crisis affected the economies of these 
countries particularly severely. Not only was the 
slowdown of their economic growth relatively greater 
than in advanced industrial countries, but inflation, 
balance of payments and unemployment problems 
have also been more severe. The exhaustion of 
emigration outlets in the advanced countries of 
western Europe and the need to devise policies which 
wouid absorb rising levels of unemployment and 
favour the expansion of new sources of foreign 
exchange other than those based on tourism and 
emigrants’ remittances place great importance on the 
development of the manufacturing sector. The need 
for policies which will maximize employment oppor- 
tunities without impairing the competitiveness of 
branches which have already performed well in 
foreign markets, sets a new challenge to policy 
makers in these countries where industrial policies in 
the past have frequently been based on general 
protection from imports and a large measure of 
subsidy (for example, the encouragement of capital 
investments by the provision of loans at subsidized 
interest rates). 


The south European countries are a heterogeneous 
roup and the analysis of past trends is made particu- 
arly difficult by the small sample of countries and 

the shortness of the time series available. 
Nonetheless some attempt will be made to detect 
regional patterns. Moreover, in order to put the 
general trends- in southern Europe in а broader 
perspective, the main features emerging from the 
data are frequently compared to those of west 
European countries which were dealt with in more 
detail in two previous studies of the Economic 
Commission for Europe. '*? These comparisons are 
justified not only because western Europe is the main 
economic and trading partner of the five southern 
countries, most of which are becoming more closely 
integrated with advanced industrial countries, but 
also because it is of interest to ascertain the extent to 
which south European countries are approaching or 


182 Rconomic Commission for Europe, Structure and Change т 
European Industry, United Nations, New York, 1977, and 
Economic Survey of Europe in 1980, United Nations, New York, 
1981, chap. 4. 


diverging from the trends and patterns prevailing in 
the more industrialized western countries. 


The patterns of specialization emerging from the 
trends observed in the last decade should in no case 
be used for a simplistic extrapolation into the future: 
but such analysis can contribute to explaining why 
certain sectors or countries have experienced a 
particularly favourable or unfavourable evolution, 
and the extent to which this might continue in the 
future. The separation of the underlying structural 
economic changes from cyclical fluctuation is 
particularly difficult in these countries because of the 
short time series available. The timing of cyclical 
fluctuations also differs among the south European 
countries. 


This note also examines how far the pattern of 
relative specialization of output and industrial 
employment in southern Europe has converged 
towards those prevailing in the more advanced 
countries of western Europe, and the extent to which 
the distributions of employment and production 
have moved towards more or less capital- and skill- 
intensive branches of production. The elucidation of 
such changes may be useful in indicating the extent 
to which further expansions of certain branches is 
still feasible. For example, the fact that in Greece the 
textile sector has shown for the whole period a 
considerable advance both ш output and 
employment and that its growth elasticity remained 
positive after 1973 might reasonably lead to the 
conclusion that its growth and employment 
absorbing possibilities are not yet completely 
exhausted. On the other hand, this sector has been 
releasing manpower in Spain and has expanded at a 
very modest rate: this suggests that the possibilities 
for further employment expansion in this branch are 
very limited and policy efforts should rather be 
directed to the expansion of other branches even if a 
‘higher investment per employee is needed. 


General trends in the manufacturing sector 


Table 2.3.1 shows the salient features of the 
evolution of the manufacturing sector in south 
European countries between 1965 and 1978 
compared with changes in the economy as a whole. 


Several features emerge clearly from this table. 
The first is that in three countries (Greece, Portugal 
and Turkey) the manufacturing sector attained its 
peak rate of growth during the early 1970s while in 
the two largest economies (Spain and Yugoslavia) 
the peak rate of growth had occurred already during 
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TABLE 2.3.1 


Changes in output, employment and prices, 1960—1978° 
(Annual compound rates of change) 
eo ee eee Ee ee 


Total economy 


Country and period Q E 
Greece 
1960-1965. 7.7 —0.8 
1965-1970. 6.7 —0.7 
1970-1973. 8.5 0.1 
1973-1978. 3.6 0.3 
1973-1975 . 1.6 —0.4 
1975-1977 . 4.4 0.7 
1977-1978 . 5.9 0.8 
Portugal 
1960—1965. 6.2 Ubi 
1965-1970. 6.1 —0.7 
1970-1973. 9.3 от 
1973-1978. . 2.8 = 
1973-1975 . =) —0.4 
1975-1977 . 6.6 0.3 
1977-1978 . 3.4 0.2 
Spain 
1960-1965. 8.7 0.6 
1965—1970. 6.5 0.9 
1970-1973. 7.4 1.5 
1973-19782 3.3 Aly) 
1973-1975 . 3.6 —0.6 
1975—1977 . api! =a) 
1977-1978? 3.0 — 2.7 
Turkey 
1960-1965. 4.5 0.6 
1965—1970. 6.7 0.8 
1970-1973. 6.3 0.9 
1973-1978. YD 1.4 
1973-1975 . 8.8 92 
1975-1977 . 7.2. 1.6 
1977-1978 . 4.0 1.4 
Yugoslavia 
1960-1965. 6.8 92 
1965-1970. 5.8 = 
1970-1973. 57 0.9 
1973—1978. 6.1 1.6 
1973—1975. 6.1 1.8 
1975-1977. 5.9 5) 
1977-1978 . 6.7 15 


“Кеу: О - Value added at 1970 prices. 
Е - Total employment. 
LP - Value added per person employed. 
IP — Implied prices of value added. 
В Provisional. 


the early 1960s. Manufacturing, however, continued 
to be a leading sector (up to the period 1971-1973) in 
all the southern countries in the sense that its rate of 
expansion of output was considerably and consist- 
ently above that for the economy as a whole (except 
for the period 1965-1970 in Yugoslavia). This growth 
pattern changed radically after 1973. In Greece, 
Portugal, Spain and Turkey, the output elasticity '*? 
of the manufacturing sector with respect to the 


83 The rate of change in the manufacturing sector as a ratio of 
that for the economy as a whole. 


LP 


Manufacturing 
УР Q E LP IP 
3.2 8.8 2.3 6.3 125) 
3.4 11.8 0.8 10.9 2.4 
91 12.0 onl 8.6 7.6 
14.5 4.0 3.4 0.7 12.7 
15.9 1.2 3.6 5-29 45.7 
14.4 5.7 ВТ Но 12.0 
12.2 6.5 2.3 4.1 8.5 
Я 8.9 1.4 7.4 1.4 
3.9 8.3 1.2 7.0 157 
7.1 led 1.6 10.0 6.2 
19.8 zal —1.0 3m 247 
17.5 =3.3 22 —i2 18.7 
20.6 elk 0.2 7.3 23:7 
22.7 3.3 == 0:2 35 24.0 
6.5 12.1 3.4 8.4 3.6 
6.1 9.4 1.9 7.4 3:5 
9.1 10.9 2.6 8.1 6.6 
19.1 3.0 —0.8 3.8 16.4 
17.3 2.9 1.6 122 15.2 
19.5 3.3 —2.3 5.7 16.0 
Mie то —2.4 4.4 16.5 
5:2 9.8 1.7 8.0 4.5 
6.6 10.4 4.8 5.3 39 
19.1 10.4 5:3 4.9 17.0 
25.0 Tak 3.5 3.5 24.9 
22.0 7.5 3.1 4.2 22.4 
21.5 9.1 4.7 4.2 16.9 
39.1 2.6 2.0 0.6 48.3 
15.0 11.2 5:2 57 8.0 
8.1 5.4 0.8 4.5 7.8 
18.4 729 4.0 3.8 173 
16.0 8.1 4.2 3.8 15:2 
19:9 9.4 4.9 4.2 20.7 
12257) 6.2 4.1 2.1 1:1 
15.0 95 31 6.3 12.7 


economy as a whole becomes less than unity in three 
countries (Greece, Spain and Turkey) and negative 
in Portugal. After a short-lived period in which 
manufacturing partly recovered its more dynamic 
role (1975-1977) its positive influence weakened 
again in 1978 in Spain and Turkey, and in 1980 or 
1981 in Greece, Spain and Turkey. 


Changes in the growth rate of the total economy 
have been closely associated with changes in the 
manufacturing sector but the still relatively 
important shares of agriculture and services in total 
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output have tended to dampen the effect of fluctu- 
ations in the manufacturing sector. 


There are few similarities among the individual 
south European countries in the time-pattern of 
adjustment to the new economic situation emerging 
after the first oil “shock”. In Greece there was a 
setback in 1974 and decelerations in 1977 and 1979, 
but the growth of total output was higher in 1975- 
1976 and 1978, but then decelerated up to 1981. In 
Portugal there was a setback in 1974-1975, a 
recovery in 1976, a slowdown in 1977-1978 and а 
further recovery in 1980. Spain lagged behind the 
cycle in the advanced western countries by about a 
year. The first oil cycle started to be felt in 1975 but 
the recovery in 1976-1977 was less vigorous than in 
the advanced western countries and the rate of 
growth in 1979-1981 was less than 1 per cent. Turkey 
maintained a high rate of growth until 1977 followed 
by a rapid deceleration to small negative rates in 
1979-1980. In Yugoslavia there was a mild slowdown 
in 1972-1973 and 1975-1976 and growth remained 
steady in the rest of the post-1973 period. 


The contrast between the rates of growth 
prevailing in manufacturing during the years 1973- 
1978 and those preceding the increase in oil prices 
was particularly noticeable in the Iberian countries 
where the growth of manufacturing industry dimin- 
ished to less than one fifth (in Portugal) and less than 
one third (in Spain) of their respective 1970-1973 
rates. In Greece this slowdown was almost as severe 
as in Spain while in Turkey the growth of output 
declined by one half. 


Data for the manufacturing sector during 1979- 
1980 suggest, however, that the seemingly more 
favourable trends in Greece and Turkey simply 
reflect a longer time lag in the adjustment process. 
Yugoslavia, however, is exceptional in having 
maintained rates of expansion which are noi substan- 
tially different from those prevailing before the 
present world recession. '** 


Except for Yugoslavia the deceleration in the rate 
of growth of output after 1973 coincided with 
increasing rates of price inflation, particularly in 
Turkey and Portugal; in the former they reached 
hyper-inflation levels in 1979-1980. 


The post-1973 recession was reflected most 
severely in the employment trends of both Iberian 
countries, where employment fell; but the rise in 
employment also slowed down in Greece and 
Turkey. Labour productivity declined in all countries 
except Yugoslavia, the fall being particularly severe 
in Greece. 


During the period 1970-1973 the growth of 
manufacturing output in southern Europe was 8.5 
per cent (compound annual rate) compared to about 
5 per cent in the more industrialized countries of 
western Europe. The difference in growth rates 
widened further in 1973-1978 (5 per cent in southern 
Europe, | per cent in western Europe), although the 
gap im productivity growth narrowed (3 per cent a 
year in the south and 2.4 per cent in western 


1 In Greece manufacturing output was stagnant in 1980 and in 
Turkey it actually fell in 1979-1980. 


Europe). However, price increases in the southern 
countries were much steeper than in western Europe 
(the implicit deflator of manufacturing value added 
rose on average by some 18 per cent in the south and 
by about 11 per cent in the west). As is shown in 
section 1 of this chapter, the deceleration of 
manufacturing output growth became much more 
acute in the period 1978-1980: the growth rate in 
four of these countries (Yugoslavia excluded) fell to 
about 1.5 per cent which was actually below the 
average rate of expansion in western Europe (slightly 
over 2 per cent). 


Country and branch patterns of growth 


Chart 2.3.1 shows in a dramatic way the sharp 
changes in the growth pattern of the manufacturing 
sector in the majority of south European countries 
after 1973. 


In Greece, for those sectors accounting for at least 
5 per cent of total manufacturing output, the largest 
falls in growth rates occurred in basic metals, 
petroleum and coal products, electrical equipment, 
wood and furniture and transport equipment. In 
contrast, chemicals, textiles, food processing, non- 
metallic minerals and clothing were more resilient. 
The reasons for these changes are, however, far from 
uniform. For instance the decline in the growth of 
basic metals is due to the exhaustion of new oppor- 
tunities of expansion in the aluminium industry, 
where productive capacity had increased extremely 
rapidly (under the impetus of massive foreign invest- 
ments) during the previous period. Another excep- 
tional sector is non-metallic minerals where the large 
capacities created during the building boom of the 
early 1950s and late 1960s provided a base for 
exports to the oil exporting countries, to which 
Greece was also exporting public works “know- 
how”.'*> In contrast the wood and furniture branch 
was unable to offset the effect of the end of the 
domestic building boom with new outlets abroad. 
Other branches have shown a more common cyclical 
behaviour: consumers’ goods branches proving more 
resilient and capital goods being more affected by 
declining rates of domestic investment. 


In Portugal the main falls in sectoral growth rates 
were in non-electrical machinery, textiles, clothing, 
metal products, transport equipment, and wood and 
furniture; the more resistant branches were food. 
processing and drink, chemicals and non-metallic 
minerals. The reduction of the rate of growth in 
1973-1978 to less than one fifth of that for the period 
1970-1973 is of course the main cause of the 
emergence in this country of a much greater number 
of “crisis” sectors. Two factors, however, have 
played an important role. The first (in common with 
other southern countries except Yugoslavia) was a 
decline in total and manufacturing investment; the 
second, specific to Portugal, was the loss of the 
protected colonial markets which affected very 
severely branches such as textiles, clothing and 
rubber. 


'85 The ratio of exports to gross output rose from less than 5 per 
cent in 1970-1972 to 22 per cent in 1976-1978. 


104 Southern Europe 


CHART 2.3.1 


The growth of real output, by manufacturing branch, in southern Europe, 1965 to 1973 and 1973 to 1978 
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CHART 2.3.1 (continued) 
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TABLE 2.3.2 


Growth rates of output by manufacturing branch, 1965-1978" 


eee, 000 OOl OO TTT 


Greece: 1965-1973 


Portugal: 1970-1973 


Spain: 1970-1973 Turkey: 1965-1973 Yugoslavia: 1965—1973 


Branch A B A B A B A B A B 
tN Е О ЕЕ ЕЕ 
Food and drink 115 0.94. 8.21 0.70 3.46 0.32 5.92 0.49 5.82 0.94 
Tobacco . 0.34 0.03 6.37 0.55 7.12 0.65 16.84 1.39 1.64 0.27 
Textiles . nok See 11.78 0.99 17.81 52 4.71 0.43 12.01 0.99 1.39 0.23 
Clothing and footwear . 9.69 0.81 15.73 1.35 8.85 0.81 17.07 1.40 7.79 1.26 
Leather . 4.60 0.39 —0.95 —0.08 3.88 0.36 3.74 0.31 2.59 0.42 
Wood . 11.52 0.97 5.68 0.49 9.67 0.89 8.47 0.70 4.66 0.76 
Paper . 10.62 0.89 5.99 0.51 17.87 1.64 20.20 1.66 7.97 1.29 
Printing . 7.78 0.65 —2. 67 = 0.25 15.06 1.38 5.38 0.44 6.29 1.02 
Chemicals i. eas 0:00 1.26 14.90 1.28 12.04 1.10 11.55 1.44 11.46 1.86 
Petroleum and coal products 24.15 2.03 5.08 0.44 3.81 0.35 37.85 3.11 9.86 1.60 
Rubber я о ЕЯ 1.29 5.91 0.51 10.77 0.99 9.18 0.76 4.63 0.75 
Non-metallic minerals . 10.40 0.87 11.26 0.96 1935 1.22 13.11 1.08 6.87 1.11 
Basic metals. 35.49 2.98 8.38 0.72 125 НЫ 7.58 0.62 5.98 0.97 
Metal products. : 9.87 0.83 12.58 1.08 14.4] lay 9.39 0.77 4.58 0.74 
Non-electrical machinery . 10.13 0.85 20.24 eS) 15.70 1.44 23.69 1.95 6.78 1.10 
Electrical machinery . 14.61 1.23 13.58 1.16 16.00 1.47 17.25 1.42 8.14 1.32 
Transport equipment. 9.80 0.33 8.98 0.77 16.09 1.48 26.90 2.21 7.25 1.18 
Other . viet: 10.80 0.91 8.39 0.72 =. —0.11 — 13.19 —1.08 6.79 1.10 
11.91, 1.00 11.68 1.00 10.91 1.00 12.16 1.00 6.16 1.00 
Стеесе: 1973-1978 Portugal: 1973—1978 брат: 1973-1977 Turkey: 1973-1976 Yugoslavia : 1973-1978 
А В А В А B A B A B 
Food and drink 5.22 1.30 9.52 2.67 3.60 1.16 1.30 0.16 8.03 1.00 
Tobacco . Ge 1.86 6.10 2.96 8.34 2.69 ПУ 0.19 4.47 0.56 
Textiles . а Ses 6.48 1.61 —0.64 =051 —0.83 027 10.30 1.23 5.02 0.63 
Clothing and footwear . 5.48 1.36 1.47 0.71 3.47 1.12 27.46 3.29 4.73 0.59 
Leather . : —0.15 —0.04 2.74 1.33 5.32 yp 17.84 2.14 5.99 0.75 
Wood . —0.84 021 —3.49 —1.69 = —0.57 В 0.86 5.93 0.74 
Paper . 5.76 1.43 —0.12 —0.06 1.50 0.48 9.01 1.08 1/75) 0:90 
Printing . 0.58 0.14 —2. 47 —1.20 —0.91 —0.30 3.30 0.40 4.50 0.56 
Chemicals A eee 135) 1.82 4.81 2.33 7.69 2.48 5.75 0.69 11.01 1.37 
Petroleum and coal products —0.29 —0.07 6.77 3.28 0.83 0.27 =) —0.40 10.33 1.29 
Rubber eee 3.67 0.91 1.74 0.84 5.30 т 3.95 0.47 5.31 0.66 
Non-metallic minerals . 7.42 1.84 6.54 ЗУ 4.33 1.40 4.34 0.52 8.01 1.00 
Basic metals. 2.03 0.90 5.02 2.43 0.91 0.29 —0.04 = 7.16 0.89 
Metal products. ae 2.09 0.52 1.35 0.66 1.48 0.48 0.06 0.01 9.97 1.24 
Non-electrical machinery . 1.20 0.30 —1.42 —0.69 1.12 0.36 10.84 1.30 11.36 1.42 
Electrical machinery . —2.47 —0.61 2.25 1.09 1.05 0.34 29.43 3.53 10.76 1.34 
Transport equipment. —0.97 —0.24 0.49 0.24 5.34 1.72 16.79 2.01 7.93 0.99 
Other . 5.76 1.43 4.28 2.08 10.51 3.39 11.37 1.36 12.26 1:53 
4.03 1.00 2.06 1.00 3.10 1.00 8.35 1.00 8.02 1.00 


ЧА — compound growth rate of output. В — growth elasticity = ratio of branch growth rate to that of total manufacturing. 


In Spain textiles, wood and furniture, and printing 


experienced negative rates of growth during the 
second period but there were also large falls in the 
growth rates of basic metals, metal products, 
machinery and electrical equipment. As Spain is a 
relatively closed economy (with both imports and 
exports accounting for less than 10 per cent of gross 
manufacturing output) the main influences on the 


pattern of branch growth rates have originated 
mainly from domestic demand and, particularly, 
from the contraction in demand for investment 
goods. Nevertheless, foreign demand has played an 
important role in sustaining output in basic metals, 
transport equipment (especially motor cars) and for 
reasons similar to those operating in Greece, in non- 
metallic minerals. 
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TABLE 2.3.3 


Growth rates of employment by manufacturing branch, 1965—1978“ 


co pc ee a ИАС 


Greece: 1965-1970 


Portugal: 1970- 1973 


брат: 1970-1973 Turkey: 1965-1973 Yugoslavia: 1965-1973 


Branch A B A B A B A B A B 

Food and drink 1.05 И И 178 0.68 59 0.75 3.34 1.12 
Tobacco . —6.89— —4.08 3.08 1.97 Е 2 ae Was RE es 
Textiles . ‚зы 1.78 1.06 0.08 0.05 3.57 1.37 3.00 0.39 3.55 1.19 
Clothing and footwear. . —192 —114 2.61 1.67 3.30 1.27 18.00 234 3.32 Li 
Leather . 0.40 ды “944 9446 5.27 2.02 3.57 104 3.17 1.06 
Wood . 1.42 034 209 —0.38 5.58 2.14 637. 083 0.42 0.14 
Paper . 0.81 ОА, 28 1 4.94 1.90 617 050 3.21 1.08 
Printing . 1.40 0.83 - = 4.93 1.89 200 06 2.24 0.75 
Chemicals . . . . . . 5.22 3.10 3.32 2.12 6.90 — 2.65 14.30 1.86 4.43 1.49 
Petroleum and coal products _10.77 6.39 1.20 0.77 = = 28.79 3.75 2.41 0.81 
Rubber , eae 1.56 holes 2 =1.6sen 1 18 3.48 1.34 9.33 1.21 5.69 1.91 
Non-metallic minerals. 0.56 0.33 2.10 1.35 239 0.92 5.90 0.77 1.87 0.63 
Basic metals. 12.88 7.64 7.26 £64." dso —1.88 14.76 1.92 4.48 1.50 
Metal products. | 2.11 а а 3.33 1.28 05 5.58 1.87 
Non-electrical machinery 3.66 217 °° вм 1360) 052 2944 99) 4.58 1.53 
Electrical machinery . 7.81 ее о С 330 9600 ЖЕ 3.97 1.33 
Transport equipment. 6.02 3.57 6.24 3.99 95 621 14.16 1.84 —0.05 —0.02 
Other . ет 2.92 ЯЗ «0.66. 0.42 ны. 85-416 22, Scene. 98 0.52 0.17 

TOTAL 1.69 1.00 1.56 1.00 2.61 1.00 7.69 1.00 2.98 1.00 


А В А В 
Food and drink 3.79 1.06 —2.09 
Tobacco . IEE! —0.65 2.48 
Textiles . ee 5.40 151 —0:79 
Clothing and footwear . 4.10 145 —0.65 
Leather . 5.08 1.42 = = 
Wood. 4.56 1.28 в. 
Paper . 3.68 1.03 [25 
Printing . —0.33 —0.09 ЗБ: 
Chemicals ae eee S12 1.43 0.92 
Petroleum and coal products 8.47 D3, 1.03 
Rubber ВО»: 39 И Oss = = 
Non-metallic minerals . 1.23 0.34 —0.08 
Basic metals. 5.05 1.41 282 
Metal products. A, 3.73 1.04 3.517) 
Non-electrical machinery . 3.83 1.07 —2.34 
Electrical machinery . —455 Soy? —2.50 
Transport equipment. 5:31 1.49 —0.40 
Other . “animes 5.01 1.40 =1:93 

TOTAL 357 1.00 —0.99 


Spain: 1973-1978 Turkey: 1973-19768 


Yugoslavia: 1973-1978 


A B A B A B 
0.23 — 0.31 3.67 0.74 4.81 1.12 
= = = 1:92 —0.38 0.73 0.17 
3.13 4.11 5.87 1.18 2.02 0.47 
—4.61 6.07 13.92 2.79 5.05 1.18 
0.57 —0.74 11.87 2.38 4.22 0.99 
—0.35 0.46 3.62 0.73 3.04 0.71 
0.76 —1.00 395 0.79 4.01 0.94 
—0.17 0.22 0.32 0.06 3.69 0.86 
= z 5.92 19) 395 0.92 
3:71 —4.89 4.09 0.82 3.93 0.92 
= > = —0.35 4.60 1.07 
0.77 АНИ 8.10 1.62 2.74 0.64 
— 9:18 4.98 14.04 2.81 1.62 0.38 
1.38 —1.82 ould —0.84 5.52 1.29 
2.99 ahs 2.65 0.53 8.83 2.06 
0.59 TETAS 10.61 2.13 5.18 121 
ii 2.20 3.67 0.73 4.97 1.16 
НИЙ 12.85 3.31 0.66 4.16 0.97 
—0.76 1.00 4.99 1.00 4.28 1.00 


@ 4 = compound growth rate of employment; В = ratio of branch growth rate to that of total manufacturing. 


> Employment in large establishments is used. 


No great significance can be attributed to the data 
on Turkey since bottlenecks in the supply of foreign 
inputs or plant breakdowns (basic metals and 

etroleum refining) have influenced the data of chart 
2.3.1.(although this does not cover the years in which 
these problems became considerably more acute and 
rates of change in many cases negative). Many 
individual branches have had high growth rates in 


both periods (transport equipment, _ electrical 
equipment, clothing and textiles): these reflect either 
the recent start-up of new activities or large increases 
in capacity during the early 1970s. 


Yugoslavia is exceptional in that the growth of 
manufacturing output was actually higher during the 
second period than in the first. The contrast with the 
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TABLE 2.3.4 


Fluctuations in the growth of real output, 1970—1978, by manufacturing branch 
ae ee 


Unweighted 
Branch Greece Portugal Spain? Turkey Yugoslavia average 
О о в eee 2.8 6.5 6.0 8.6 1.6 2.4 
Е a. 5: 51.4 185.9 124.9 26.4 82.8 53.9 
Тео р А cee 3.2 6.6 WE 8.4 BED 2.7 
Clothing and footwear... . 3.9 21.4 53 1.6 12.4 6.0 
Leather тие ох 92.1 229.3 122.9 318.6 57.3 155.6 
Wood and furniture 11.4 13.8 12.4 41.6 Bel 4.0 
Paper у 92.3 15.3 27.9 219.3 21.8 15.5 
Printings, с о, 30 91.4 29.7 79.3 6.7 7.8 
Chemicals and plastics . . . . 4.6 5.6 3.8 28.9 BES 3.0 
Petroleum and coal products 79.1 111.5 74.8 60.9 33.9 68.9 
Rubber. Pn ae 103.9° 45.8 46.5 100.1 50.2 19.9 
Non-metallic minerals . .. . 8.8 6.9 5.8 24.5 = 6.0 
Basic metals . ee, 22.9 84.9 6.2 20.4 2.9 8.4 
Metal products. .. . 19.1 7.6 7.6 33.7 8.1 5.2 
Non-electrical machinery. 50.5 23.3 19.0 312 4.1 8.4 
Electrical equipment . 30.4 8.5 Ws) 24.6 7.8 9.3 
Transport equipment . 15.4 6.8 2.8 27.6 = 5:2 
Manufacturing п.е.з. . 21.8 14.9 85.4 173.5 69.8 31.9 


==: —/—/—/ЧА//—/А/А/://—/——/—,—”—/„—А/—/А/—А/—А——/Э/—————/«—« 


4 Standard deviation of the annual changes in value added at 1970 prices expressed аз а percentage of the trend rate of growth. 


1970-1978. 
5 1970—1977. 


other south European countries emerges clearly in 
chart 2.3.1. Branches which grew /ess in the second 
period were clothing and footwear, and printing, 
while metal products and non-electrical machinery, 
which in the majority of the other southern countries 
were especially depressed due to the fall in 
investment demand, grew faster. 


The very different patterns of growth rates before 
and after 1973 can be summarized by the Spearman 
rank correlation coefficients between the rank orders 
of branch growth rates in the two periods. The 
coefficients are insignificant and negative in three 
countries (Greece, Portugal and Spain) and insig- 
nificant but positive in Turkey. Only in Yugoslavia, 
where total output grew faster in the second period 
was there a significant but mild degree of resem- 
blance between the pattern of growth rates in the two 
periods. '* 


Tables 2.3.2 and 2.3.3 show that growth 
elasticities '*’ changed considerably between the two 
periods: there is a general decline of the output 
elasticities of “metal products” and “non-electrical 
machinery”, '** but in general there is no common 
pattern. 


The dispersal of the rates of change of branch 
output increased in each of the four countries where 
the growth of total manufacturing output fell 
between the first and second period. In Yugoslavia, 
where overall growth accelerated, branch growth 
rates tended to converge around the average. This 


'86 The rank correlation coefficient is 0.53, which is significant at 
5 per cent. 


'*7 Growth elasticity is defined as the ratio of each individual 
branch rate of change to that for total manufacturing. 


вв Obviously influenced by decelerating demand for investment 
goods. 


would seem to imply, other things being equal, that 
lower growth results in larger changes in the branch 
distribution of output. 


Inter-branch differences in the growth of 
employment do not fall into a common country 
pattern but, contrary to the case of output, they have 
tended to narrow (except in the case of Spain) after 
1973. This may simply reflect the longer time taken 
by employment to adjust to demand changes. 


Average annual fluctuations about their trend rates 
of growth are summarized for individual branches in 
tables 2.3.4 and 2.3.5. There is a close resemblance 
among the south European countries in the relative 
degree of branch fluctuations. For both regional 
averages (output and employment) “petrol”, 
“leather” and “tobacco” show the highest degree of 
fluctuation and “food and drink”, “textiles” and 
“chemicals” have the lowest. Output fluctuations are 
also relatively high in rubber (in Greece, Turkey and 
Yugoslavia) and paper (in Greece and Turkey). 


Fluctuations in employment tend to be quite high 
in paper (in Portugal, Spain and Turkey) and rubber 
(in Greece and Yugoslavia), and relatively low for 
non-metallic minerals. 


Comparisons of changes in relative wages. are 
limited by scarcity of data, but some comparison can 
be made on the basis of table 2.3.6. It can be seen 
that, with the exception of Yugoslavia, the inter- 
branch pattern of differences is fairly similar among 
south European countries and has remained fairly 
stable within each individual country. The south 
European pattern is also close to the “west 
European” pattern for 1968-1970. The Spearman 
rank correlation coefficients between the rank order 
of branch wages per head in each country and the 
1968-1970 west European pattern are generally high: 
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TABLE 2.3.5 


Fluctuations in the growth of employment, 1970—1978, by manufacturing branch? 
eee sn 


Branch Greece’ Portugal брате Turkey Yugoslavia eee 

Food and drink . 0.8 6.8 1.3 2.0 До 3 
Tobacco 45.7 164.9 165.8 34.5 36.8 30.1 
Textiles SES 1.8 0.9 8.3 3.5 2.9 1.3 
Clothing and footwear 4.1 1.0 3.5 4.2 8:7 ВЯ 
Leather ae. oe 21.8 96.4 38.9 124.9 14.8 43.7 
Wood and furniture 3\5) 2.6 2.9 2.0 1.9 NS) 
Paper 19.6 61.8 44.0 101.] 18.1 22.8 
Printing fr age 8.8 23.1 10.5 45.1 6.4 7.9 
Chemicals and plastics 7.8 57 5.6 37.2 4.9 4.6 
Petroleum and coal products 206.5 31.5 183.1 938.9 93.9 78.8 
Rubber. ne 36.9 60.6 22] 47.6 24.8 18.6 
Non-metallic minerals 2.5 2.3 4.1 14.1 4.1 = 

Basic metals . 34.2 13.7 25.1 33.0 9.5 6.2 
Metal products . ; 725 ЦИ 4.7 12.7 3.9 3.4 
Non-electrical machinery. 5.4 26.5 16.5 24.9 4.5 7.4 
Electrical equipment . 21.2 41.4 11.3 39.9 gal 10.7 
Transport equipment . 5.0 5.6 3.9 4.4 6.6 1.5 
Manufacturing n.e.s. . 5.6 9.8 42.3 64.2 isi) 29.0 


7 Standard deviation of the annual changes in employment expressed as a percentage of the trend rate of growth. 1970-1978. 


5 1970-1975. 
© 1970-1975. 


TABLE 2.3.6 


Ratio of wages and salaries per worker in each branch to the national manufacturing average 
(National average = 100) 


Greece Portugal 


Food and drink . 96 89 90 96 
Tobacco 95 87 149 = 149 
Textiles. ee 96 94 77 79 
Clothing and footwear. 67 74 61 ipl 
Leather . : 81 75 89 97 
Wood and furniture 75 75 75 72 
Рарег 104 113 131 125 
Printing. 123% 4121 113 104 
Chemicals . ae ПО eaculood wl28 141 124 
Petroleum and coal products 186 186 295 208 
Rubber . as 114 110 115 114 
Non-metallic minerals . 107 106 107 106 
Basic metals . 204 195 185 128 
Metal products . ; 92 92 110 108 
Non-electrical machinery . 91 96 120 116 
Electrical machinery 111 107 129 124 
Transport equipment . 022 158 144 
Other ers 73 69 80 82 

ToTAL 100 100 100 100 


Spain Turkey Yugoslavia Western Europe 
average” 
1970 1976 1970 1976 1970 1978 1968-1970 
67 60 91 83 106 104 97 
105 106 87 94 77 96 101 
77 qs 81 80 71 74 81 
85 85 107 82 74 78 65 
97 99 81 66 99 94 76 
66 65 73 85 93 92 85 
96 107 110 114 98 101 108 
101 95 138 111 186 131 114 
124 119 134 124 106 104 130 
153 167 195 205 138 140 160 
115 104 115 123 67 88 109 
90 89 98 102 91 93 97 
145 165 141 124 74 70 ity 
98 108 108 98 144 135 100 
169 141 123 109 114 110 114 
82 86 111 124 92 105 106 
155 133 106 117 107 117 120 
92 106 94 78 181 142 99 
100 100 100 100 100 100 100 


ce 


“This average excludes France but includes Yugoslavia. 


0.81 in Turkey and Portugal (in 1978), 0.86 in Greece 
(in 1974), and 0.79 in Spain (in 1976). In Yugoslavia, 
where the coefficient was only 0.42 in 1978, wage 
differentials, compared with the average western 
pattern of 1968-1970, were much lower in rubber 
and much higher in metal products and “other 
manufacturing”. Thus the high-wage and low-wage 
branches tend to be the same in all countries. 


Changes in branch shares of total manufacturing 
output and employment 


Branch shares of total manufacturing output and 
employment which have shown a significant upward 
or downward trend between 1970 and 1978 are 
shown in table 2.3.7. Only half of the 90 branch 
equations (18 branches in five countries) proved 
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TABLE 2.3.7 


Significant time trends in the branch shares of total manufacturing output and employment, 1970-19787 
ААА 


Value added at 1970 prices 


Total employment 


Greece Portugal Spain Turkey Yugoslavia Greece Portugal Spain Turkey Yugoslavia 
Food and drink 0.017 —0.020 —0.093 —0.018 
Tobacco products . 0.018 —0.048 0.033 —0.029 —0:027 
Textiles ae 0.032 —0.045 —0.029 0.015 —0.012 
Clothing and footwear 0.014 0.010 —0.018 —0.027 0.024 0.012 
Leather Е . —0.069 —0.033 —0.028 —0.016 0.013 
Wood and furniture . —0.035 —0.061 —0.037 —0.015 —0.008 00145 —0:032 (0.012 
Paper : —0.026 —0.010 0.018 —0.010 
Printing i cee . —0.036 —0.081 —0.020 —0.105 —0.027 —0.011 0.010 —0.022 —0.010 
Chemicals and plastics 0.024 0.032 0.031 0.033 0.020 0.021 0.016 0.045 —0.007 
Petroleum and coal-products —0.026 —0.074 0.014 0.057 0.013 0.015 
Rubber products —0.028 —0.090 —0.023 —0.020 
Non-metallic minerals 0.017 0.028 0.019 —0.012 0.005 0.009 0.018 —0.015 
Basic metals a oe —0.008 0.028 —0.058 0.075 
Metal products Oras: : 0.008 ——0.055 0.022 —0.076 0.019 
Non-electrical machinery . —0.028 0.025 0.006 0.042 0.029 0.025 0.029 
Electrical equipment Е 0.173 —0.035 0.022 0.060 0.010 
Transport equipment . —0.047 —0.030 0.029 0.125 0.016 0.021 0.021 0.010 —0.012 
Manufacturing n.e.s. . 0.015 0.027 0.006 0101470121 0:057, 

“The trend equations were of the form У = a + b-t where the dependent variable is b 1970-1977. 

the branch share of either constant price value added or employment, andtistime.The ‘ 1970-1975. 


table shows only the b coefficients for which the t statistic is significant at 5 per cent (two- 
tailed test). 


significant for output, but two thirds were significant 
for employment. 


The number of branches with significantly 
changing shares ranged between 7 and 10 in each of 
the five countries and accounted for about 49 per 


TABLE 2.3.8 


Five south European countries combined: significant time trends 
in the branch shares of total manufacturing output and employment, 
1970-1978“ 


Value added 
at 1970 prices Total employment 

Food and drink . —0.019 

Tobacco products . —0.030 
Textiles 
Clothing and footwear 0.025 

Leather ike: —0.053 

Wood and furniture —0.033 —0.007 
Рарег —0.016 

ТОН с о обо —0.045 —0.005 
Chemicals and plastics 0.020 0.016 
Petroleum and coal products 0.022 
Rubber products —0.029 —0.006 
Non-metallic minerals . 0.012 

Basic metals . и 

Metal products... . —0.013 
Non-electrical machinery . 0.028 
Electrical equipment . 0.030 0.016 
Transport equipment . 0.019 0.012 
Manufacturing n.e.s. —0.049 


Note: “Unweighted” means that equal weights are given to every distribution for each 
country. 

а Аз in table 2.3.7. The dependent variable in the equations of this table is the unweighted 
average of the i’th branch share in each of the five countries. 


cent of (1970) output in Yugoslavia and nearly 59 per 
cent in Greece and Spain. 

Table 2.3.8 shows the significant time trends in the 
unweighted averages of the five countries’ branch 
shares of output and employment. For the region as 
a whole three sectors (clothing, chemicals, and 
transport equipment) dominate the branches with 
rising shares of output: they accounted for 62 per 
cent of the total increase in share. The branches with 
significant falls in share between 1970 and 1978 were 
dominated by three branches, namely, food and 
drink, wood and furniture, and printing. Thus 
changes in the structure of output tend to be concen- 
trated in just a few branches: six out of 18 branches 
accounted for roughly two thirds of the changes in 
the output distribution between 1970 and 1978. 


Chart 2.3.2 presents for each individual country 
and for the five taken together the extent and. 


direction of changes in the branch shares of total 


output and employment for those branches for which 
there was a significant trend in the shares between 
1970 and 1978. The 45 degree line separates those 
branches with above-average productivity (i.e. 
branches above the line) and those below average 
(i.e. branches below the line). With the exception of 
clothing, most of the relatively fast growth sectors 
show more than average productivity, while branches 
in relative decline are usually below or, during the 
period, cross the average productivity line. Among 
the most dynamic branches are textiles and 
chemicals in Greece, chemicals and non-metallic 
minerals in Portugal, transport equipment and 
chemicals in Spain, transport equipment, electrical 
equipment and clothing in Turkey, and chemicals 
and non-electrical machinery in Yugoslavia. Among 
the declining branches leather and printing are the 
two most common to this group of countries. 
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а Тре output and employment shares refer to the percentage shares of the given branch 
in total manufacturing output and employment respectively. The chart only shows those 
branches for which regression coefficient on time was significant at 5 per cent. (See table 


Changes in the branch composition of output (value added at 1970 prices) and of employment between 1970 and 19782 
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Regression coefficient on time in the time trend equation for employment is not 


significant 
© Employment shares for 1970 and 1975. 
4 Unweighted average shares of five countries. 
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TABLE 2.3.9 


The branch specialization of southern Europe relative to western Europe’ 
(Percentages) 
ee 


Value added at 1970 prices 


1970 


Employment 


1973 1978 1970 1973 


Sa Se а съема С. И ен Ве ет 


Food and drink . 113 
Tobacco 340 
Textiles we = 210 
Clothing and footwear 162 
Leather м 273 
Wood and furniture 116 
Paper . ее 44 
Printing . ... .- 65 
Chemicals and plastics 81 
Petroleum and coal products 148 
Rubber. Retin ee 127 
Non-metallic minerals 138 
Basic metals . 84 
Metal products . 95 
Non-electrical machinery. 46 
Electrical equipment . 37 
Transport equipment . 92 
Manufacturing n.e.s. . 236 


104 96 117 114 113 
319 431 298 279 245 
232 271 178 200 232 
199 255 176 192 229 
218 234 167 193 214 
99 88 143 134 134 
42 41 38 38 40 
62 48 56 54 51 
77 77 69 73 71 
160 115 86 97 100 
122 113 79 76 77 
135 161 124 125 133 
85 85 65 69 65 
99 102 102 90 82 
50 44 44 52 53 
62 63 50 53 52 
105 113 86 85 85 
185 194 195 157 135 


А ОАО ОАО ES 


2 The ratio of the unweighted average of the shares of.a given branch in each of the five south European countries to the согге- 


sponding average for nine west European countries. 


TABLE 2.3.10 
The branch specialization of individual south European countries relative to western Europe, 1970 and 1978: value added at 1970 prices® 
(Percentages) 
Greece Portugal Spain Turkey Yugosiavia 

1970 — 1978 1970 — 1978 1970 — 1978 1970 — 1978 1970 — 1978 
Food and drink . 138 141 95 102 106 87 133 59 92 92 
Tobacco 320 378 69 92 76 106 1124 1459 111 120 
Textiles. oe abe he 265 421 280 367 149 137 195 275 160 156 
Clothing and footwear. 193 276 SS 2 241 305 137 364 156 210 
Leather . ru 364 248 150 139 232 267 365 236 256 277 
Wood and furniture 112 83 114 71 97 76 79 55 6. 155 
Рарег : 32 36 61 51 44 54 38 15 43 48 
РН. 62 49 40 22 59 60 67 23 98 85 
Chemicals and plastics. 80 78 83 85 93 94 71 36 80 89 
Petroleum and coal products 142 179 66 67 78 58 352 159 103 113 
Rubber . ee 75 77 163 152 115 139 176 86 194 110 
Non-metallic minerals . 161 189 157 205 122 146 115 119 134 144 
Basic metals . 87 75 `28 31 102 104 113 130 88 87 
Metal products . 69 68 114 124 110 124 73 83 012 
Non-electrical machinery . 24 17 50 49 36 36 52 43 69 78 
Electrical equipment . 62 48 65 57 55 49 25 93 76 70 
Transport equipment . 60 45 126 112 133 172 46 142 96 93 
Manufacturing n.e.s. 230 199 526 444 233 181 115 71 76 74 


——Ш—Ш———___ии———А—'С———— 


* The ratio of each branch share of total manufacturing output in each southern country to the corresponding unweighted share in nine west European countries. 


Patterns of relative specialization 


‚ The measure of relative specialization used here is 
simply the ratio of a given branch share in total 
output in a country or group of countries to the 
equivalent share in another country or group of 
countries. Over time what is being compared are 
relative changes in the distribution of output and not 


absolute growth rates; in many cases indicators of 
absolute levels (for instance, per capita value added 
in chemicals) in two countries could be converging 
while the shares of the same branch in total output 
(or employment) in the two countries could be 
diverging. 

Tables 2.3.9 and 2.3.10 show the specialization 
ratios of the south European countries in relation to 
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TABLE 2.3.11 


The branch specialization of individual south European countries relative to western Europe, 1970 and 1978: employment? 
(Percentages) 


_—— 


Greece Portugal 


1970 1978 


Focd and drink . 171 167 64 54 
Tobacco 449 = 525 57 74 
Textiles. ae 149 224 251 338 
Clothing and footwear. 185 201 202 265 
Leather . A 245 302 88 108 
Wood and furniture у 145 136 186 182 
Paperie Sere с м... 37 36 35 36 
Е 53 47 53 49 
Chemicals and plastics. . . 68 71 56 59 
Petroleum and coal products 86 116 122 127 
Rubber we io ce 2 age» - 63 54 51 49 
Non-metallic minerals . 137 136 119 136 
Basic:metals); . © ii. . 21 25 69 74 
Metal products . . .. . 93 92 98 59 
Non-electrical machinery . 336) 32 41 61 
Electrical equipment . . . 52 50 19 13), 
Transport equipment . . . 76 80 91 97 
Manufacturing п.е.5. 138 139 222 los 


Spain Turkey Yugoslavia 
1970 1978 1970 1978 1970 1978 
120 121 136 131 92 93 

82 82 648 541 254 201 
128 157 190 243 162 200 
169 177 203 345 120 156 
128 196 194 218 180 246 
110 124 128 99 145 128 

36 43 30 33 53 51 

67 71 37 30 69 59 

98 105 41 45 84 75 

60 66 33 55 127 136 

93 101 85 73 102 107 
129 149 98 114 136 128 

94 64 41 66 100 97 

92 98 134 60 91 104 

40 44 34 38 74 92 

72 77 28 48 И 73 

86 90 90 88 87 70 
362 144 198 145 55 54 


7 As for table 2.3.10, mutatis mutandis. 


the unweighted pattern for nine of the more indus- 
trialized countries of western Europe. The region as 
a whole, in relation to the more advanced countries 
of industrial Europe, remains highly and increasingly 
specialized in several labour-intensive branches such 
as textiles and clothing. In general the specialization 
ratios in respect of western Europe have changed in 
the same direction as the changes in branch shares of 
national output, but there is one important 
exception, namely, chemicals for which a rising share 
of output and employment in southern Europe 


coincided with a decreasing ratio of specialization 
vis-a-vis western Europe. 

Although the level of the specialization ratio in a 
given branch varies from country to country in 
southern Europe, the general pattern of special- 
ization (for both output and employment) is fairly 
similar (tables 2.3.10 and 2.3.11). The exceptions are 
few (metal products, wood and furniture in Turkey, 
and transport equipment in Spain). 

The table below shows for each individual south 
European country six branches: three are the ones in 


Highest and lowest specialization coefficients in relation to the average for southern Europe 


Greece Portugal Spain Turkey Yugoslavia 
OUTPUT 
Highest _ Textiles Rubber Transport Tobacco Printing 
Food and drink Textiles Paper Basic metals Wood and 
Petrol Non-metallic Printing Electrical furniture 
minerals machinery Electrical 
machinery 
Lowest Non-electrical Tobacco Tobacco Paper Tobacco 
machinery Basic metals Petrol Chemicals Textiles 
Transport Clothing Textiles Printing Clothing 
equipment 
Metal products 
EMPLOYMENT 
Highest Food and drink Textiles Chemicals Tobacco Non-electrical 
Leather Wood and Electrical Clothing and machinery 
Tobacco furniture equipment footwear Basic metals 
Petrol refining Printing Food and drink Electrical 
equipment 
Lowest Basic metals Electrical Tobacco Petrol refining Clothing and 
Non-electrical equipment Petrol refining Printing footwear 
machinery Tobacco Textiles Chemicals Food and drink 
Rubber Food and drink Tobacco 


ee eee ЗОНА ИВАНА 
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TABLE 2.3.12 


The branch specialization of individual south European countries relative to southern Europe as a whole, 
1970 and 1978: value added at 1970 prices” 
(Percentages) 


ee ee See ee a. Lee Йо 


Greece Portugal 


1970 1978 1970 1978 


Yugoslavia 


ee 


1970 1978 1978 1970 1978 


a a a ee SS 


Food and drink. ... . 122 146 85 106 
Tobacco see Ее 94 88 20 21 
Textiles. SN, 26a 133) 135 
Clothing and footwear. 119 108 52 47 
Leather . ЕТ 133 106 55 60 
Wood and furniture... 97 95 98 81 
Papers; a ee = 74 88 139 125 
Printing. =. 5 2s ome 95 102 61 47 
Chemicals and plastics. . . 98 102 102 111 
Petroleum and coal products 9655 44 59 
Rubber: 7." cies Cee. 59 68 12935 
Non-metallic minerals. . . 117 118 114 128 
Basic metals . ee 104 88 33 36 
Metal products .... . 73 67 121 121 
Non-electrical machinery. . 51 38 108 110 
Electrical equipment . 2 109 76 115 90 
Transport equipment . . . 65 40 137 99 
Manufacturing n.e.s. . . . 98 103 223229 


94 91 118 61 81 96 
22 25 3319338 33 28 
71 51 РЕМИ (0 76 58 
148 — 120 85 143 96 82 
85 114 134 101 94 119 
84 86 68 62 152 176 
100 133 87 36 100 118 
90 124 103 49 SO 10S 
114 123 87 48 98 116 
53 50 238 138 69 98 
91123 139 76 82 98 
89 91 83 74 98 90 
122 121 136 152 105 102 
116 121 77 81 Piste 0 
79 80 114 96 149 — 176 
98 77 43 147 ЗУ И 
145 152 50, = 126 104 83 
99 93 49 aii) 32 38 


Ч Те ratio of each branch share of total manufacturing output in each individual country to the (unweighted) average share in the five southern countries. 


TABLE 2.3.13 
The branch specialization of individual south European countries relative to southern Europe as a whole, 1970 and 1978: employment 
(Percentages) 
Greece Portugal Spain Turkey Yugoslavia 

1970 — 1978 1970 — 1978 1970 — 1978 1970 1978 1970 — 1978 
Food and drink . eon 146 147 55 48 103 107 117 516 79 82 
Ч о о ни 151 133 19 30 27 34 217 oe 85 82 
PGK CS sae и Зе 84 96 146 — 146 72 68 107 104 91 86 
Clothing and footwear. . . 105 88 5 TS 96 77 116) 151 68 68. 
Leather . a ee 147 141 52 51 77 91 1165102 108 115 
Wood and furniture . . . 101 101 130 136 77 93 90 74 101 96 
Рае aise cake 98 91 91 90 94 109 79 83 138 128 
Printing bea Se 95 92 95 96 120 138 67 58 123 115 
Chemicals and plastics. . . 98 101 81 83 142 147 58 64 121 105 
Petroleum and coal products 100 + 116 142 127 70 66 39 55 148 136 
Кобе Riyals ok ashes 79 vA 64 64 И ashi 108 95 130 139 
Non-metallic minerals. . . 111 103 96 103 104 112 79 86 109 97 
Васе а. 32 39 106 114 145 98 63 102 154 — 148 
Я а шоб 91 111 97 71 91 119 132 72 89 a5, 126 
Non-electrical machinery. . 75 61 92 114 89 82 77 72 166 172 
Electrical equipment . 106 96 38 24 145 147 56 92 156 141 
Transport equipment . . . 89 94 106 114 100 106 104 103 101 83 
Manufacturing п.е.з. . . . 71 103 114 129 185 106 102 108 28 40 


7 Аз for table 2.3.12, mutatis mutandis. 


which the country’s manufacturing output is most 
specialized and another three are those in which it is 
least specialized in respect of southern Europe as a 
group. 

As tables 2.3.12 and 2.3.13 indicate, a certain 
degree of similarity in the economic structure of the 
south European countries is shown by the fact that 


for each country the range between the highest and 
the lowest index is considerably narrower than the 
range of each country’s indices with respect to the 
west European average. It is also of interest to 
compare up to what point the specialization indices 
with respect to the south European average are 
reversed for particular branches and countries when 


Recent changes in the structure of output and employment in the manufacturing sector of southern Europe 115 
TABLE 2.3.14 


The distribution of manufacturing output and employment in southern Europe, according to relative factor intensity, 1970 and 19782 
(Percentages of total manufacturing ) 


Ее вн re ВИ 


1970 


1978 


1970 


1978 


Output? 


Employment 


6 


b 


Output Employment Output Employment Output? Employment 
Greece Portugal 

я 19.3 8.1 20.1 9.3 14.9 10.4 16.4 11.4 
2 16.3 177 13.2 18.8 25.1 И 2219 20.4 
Е 37.9 46.6 39.2 45.7 40.6 59.4 39.6 55.7 

26.5 27.6 27.5 26.3 19.4 13.1 IVS) 12.6 

Spain Turkey 
A Pres 14.7 23.3 14.3 24.2 6.9 18.1 93 
В 23.9 21.9 27.3 25.1 16.7 16.6 27.4 19.4 
(e 35.6 43.6 31.8 39.9 29.3 53.8 335 49.1 
D 19.0 19.9 17.6 20.7 29.9 рт 21.0 22 
Yugoslavia 
A 19.4 15.1 21.9 14.7 
B 27.2 26.0 28.0 27.4 
С 35.2 41.0 32.0 40.9 
о 18.2 в) 18.1 17.1 
Five south European countries Nine west European countries 
unweighted average unweighted average 

A 19.9 11.0 20.0 11.8 D5 18.0 26.6 18.7 
B 21:9 19.8 23.8 222 32.8 33.0 34.2 35.6 
G 357 48.9 35.1 46.3 24.4 32.6 22.1 29:7 
о 22.6 20.3 212 19.8 17.5 16.4 17.0 16.1 


4 The four factor intensity groups are as follows: A = relatively high capital and rela- 
tively high skill intensive: В = relativeiy low capital but relatively high skill intensive: С = 


compared with western Europe. In 1978 there are 
four branches where such a reversal occurs in Spain, 
namely, paper and printing, where there is a low 
specialization index of output with respect to western 
Europe but high relative to southern Europe, and 
tobacco and textiles where the contrary applies. In 
Yugoslavia such specialization “reversals” occur in 
five branches; in two, printing and non-electrical 
machinery, Yugoslavia is specialized relative to the 
other south European countries but not in respect to 
western Europe, while in tobacco, textiles and 
clothing, the reverse case applies. In Greece there are 
no such reversals, while in Portugal and Turkey there 
is only one in each country—clothing in the former 
(low specialization with respect to southern Europe, 
but high with respect to western Europe), and elec- 
trical equipment in the latter. 


For employment as for output, the more advanced 
character of the manufacturing sector in Spain and 
Yugoslavia is reflected in a greater specialization of 
these countries in the more technologically advanced 
industries (machinery, chemicals) in contrast to 
relatively low specialization in lower technology 
industries, such as textiles, tobacco, clothing and 
food. The specialization indices based on 
employment differ considerably from those based on 
output: only 14 of the 30 sectors listed in the previous 


relatively low capital and relatively low skill intensive: and О = relatively high capital but 
relatively low skill. For fuller explanation, see text. 
Value added at 1970 prices. 


text table coincide with both indices above or both 
below 100. This may be due to the existence of wide 
discrepancies in relative productivity among these 
countries, but the employment data are probably less 
reliable than the output data and the time series is 
insufficient to draw firm conclusions on this point. 


Relative factor intensity and the structure 
of manufacturing 


The branch distribution of output and 
employment in each country was re-arranged into 
four groups according to the classification used in 
previous secretariat studies. '*? The measure of the 
physical capital intensity of each branch was derived 
from a combination of several indicators (investment 
per worker, investment as a ratio of labour cost, 
profits per worker, and the ratio of profits to labour 
cost), while the relative skill intensity of each branch 
was taken to be represented by average relative pay 
per worker.'*? By expressing the value of each 
measure for each branch as a ratio of the respective 


89 Structure and Change in European Industry and Economic 
Bulletin for Europe, volume 33, No. 4, chap. 4, Pergamon Press for 
the United Nations, December 1981. 

'° The actual data used here were taken from Structure and 
Change in European Industry, chap. 2, p. 67. 
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TABLE 2.3.15 


The relative factor intensity of manufacturing output in southern Europe compared with western 
Europe, 1970 and 1978“ 
(Percentages) 
2 ee ee 


Greece Portugal Spain® Turkey Yugoslavia Average 
1970 
A 76.2 58.9 84.9 95.7 76.5 74.5 
В. 49.8 76.6 73.0 50.8 83.0 66.6 
Са: 155.3 166.4 145.7 119.9 144.4 146.4 
D 151.4 110.7 108.7 170.8 103.9 29:1 
1978 
А. IDS 61.5 87.6 68.0 82.3 75.0 
В тк 38.5 67.0 79.8 80.2 82.0 69.5 
С. WAR) 179.0 144.0 151.4 144.6 158.6 
D 161.9 128.9 103.4 123.5 106.7 124.9 


а The shares of the four factor intensity groups in south European manufacturing output (as given in table 2.3.14) as а percen- 
tage of the corresponding average shares in nine west European countries. 


51977. 


average for manufacturing industry as a whole, each 
branch can be allocated to one of four groups: 
(A) that containing branches with above-average 
physical capital per head and above-average skills; 
(B) above-average skills but below-average capital 
intensity; (C) contains the traditional unskilled 
labour-intensive industries, i.e. below-average skills 
and capital intensity; and (D) branches with 
relatively low skill but relatively high capital 
intensity. 


Table 2.3.14 shows the distribution of manufac- 
turing output and employment in southern Europe, 
according to this classification, in 1970 and 1978. The 
share of group A (high capital and skill) in output 
has increased in Portugal, Spain and Yugoslavia (in 
Greece it remained virtually unchanged); its share of 
employment increased in Greece, Portugal and 
Turkey. Chemicals was in every case the major 
influence in the relative expansion of output in this 
group. In the case of Turkey the output share was 
influenced by large falls in the shares of petroleum, 
chemicals and basic metals, but these partly reflect 
short-term factors (bottlenecks, plant breakdowns, 
strikes) as is suggested by the increase in the share of 
this group in total employment. 


The share of group B (low capital, high skill) 
branches has risen in Spain, Turkey and Yugoslavia, 
but in Greece and Portugal it fell, strongly influenced 
in both cases by the general crisis in shipbuilding. 
The share of group B branches in total employment 
increased in all five countries. 


The share of employment in the traditional 
labour-intensive industries (group C) has tended to 
fall (Spain, Portugal and Turkey) or remain 
relatively stable (Greece and Yugoslavia). The 
group’s share of output has also fallen in Spain, 
Yugoslavia and Portugal, but has risen in Greece 
and, especially, Turkey, due to the expansion of 
textiles and clothing. 


In group D (high capital and low skill) industries 
the changes have been diverse, the most common 
being (except for Spain) a decline in the share of 


-total employment. The group’s share of output 


increased in Greece and Portugal and fell in Turkey 
and Yugoslavia. If the food processing industry were 
re-classified to group C (which might be a more 
realistic description of this industry in southern 
Europe), the fall in the employment share would be 
accentuated. 


Leaving aside Turkey, the structure of manufac- 
turing output in southern Europe has generally 
moved towards the higher skill and more capital 
intensive industries, the move towards the latter 
being less marked than towards the first. The excep- 
tions to this general movement seem in general to be 
due to short-term factors (for example, transport 
equipment and non-metallic minerals in Greece and 
Portugal). The only examples of increasing output 
specialization in the low capital and low skill 
branches are for textiles and clothing in Greece and 
Turkey. 


A comparison of the structure of output, in terms 
of relative factor intensity, in southern Europe and in 
the more industrialized countries of western Europe 
is given in table 2.3.15. 


As far as A type industries are concerned their 
relative importance in southern Europe is, on 
average, some 25 per cent less than in western 
Europe, although in Portugal, Spain and Yugoslavia, 
they have moved closer to west European shares. 
Group B industries are also relatively much smaller 
in southern Europe than in western Europe, and the 
difference has widened in Greece, Portugal and 
Yugoslavia. | 


The importance of the unskilled labour-intensive 
industries (group C) is very much larger in southern 
Europe: their share of manufacturing output ranges 
from 44 per cent larger than western Europe in Spain 
to about 80 per cent larger in Greece and Portugal. 
The relative importance of this group of branches 
has increased in Greece, Portugal and Turkey 
between 1970 and 1978. 


_ Group D industries are also relatively more 
important in southern Europe, although in Spain and 
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Indices of structural change and of consistency, in total manufacturing, 1970—1978 
м—— 


Index of structural change 


Index of consistency 


Value added Value added 
At current At 1970 Total Al current At 1970 Total 
prices prices employment prices Prices employment 

Greece. 8.0 LS 4.5“ 0.30 0.34 0.67“ 
Portugal OFZ 6.3 6.0 0.37 0.29 0.59 
Spain 8.8 6.9 7.6 0.41° 0.45° 0.48 
Turkey . 21.9 22.5 11.2 0.41 0.42 0.55 
Yugoslavia 6.7 55 5.0 0.25 0.48 0.49 
Southern Europe 6.2 6.2 6.9“ 0.35 0.39 0.56 
Western Europe‘ 5.4 4.9 4.2 0.32 0.42 0.72 


“1970-1975 for Greece. 
5 1970-1977 for Spain. 


© Belgium, Finland, France, the Federal Republic of Germany, Italy, Netherlands, Norway, Sweden, United Kingdom. 


Yugoslavia the shares are not very much larger than 
the west European average. Compared with western 
Europe the importance of this branch has increased 
in Greece, Portugal and, marginally, in Yugoslavia. 


Adding up groups A and D (both high capital 
sectors) it can be seen that in 1978 their output shares 
in total output in western and southern Europe did 
not differ much (44 and 41 per cent respectively). 
The main difference between the two regions is not 
in the “high capital” but in the “high skill” 
branches: the average output share of groups A and 
B in the western countries was some 60 per cent 
compared with 44 per cent in southern Europe. 


A summary measure of structural change 


“Structural change” is defined here as changes in 
the percentage distribution of a given variable (such 
as output or employment) among the (18) manufac- 
turing branches selected for заду. '°' Due to the 
shortness of the time series available, no attempt has 
been made here to isolate permanent from cyclical 
changes in structure. In previous secretariat studies '”” 
use was made of a simple but unambiguous measure 
of change based simply on the sum of the differences 
of branch shares between two given periods, namely: 


С =} (a — a), for all a, > а, 


where a, is the percentage share of branch 1 in total 
manufacturing output or employment in periods 1 
and 2 respectively. The index of structural change 
(C) is measured in percentage points. The mirror 
image of C is also widely used and can be interpreted 
as a measure of similarity between any two struc- 


tures: 
$ = 100 -— С. 


191 Definitions according to ISIC classification are the same as 
those used in Economic Survey of Europe in 1980, chap. 4, p. 236. 

192 Structure and Change in European Industry and Economic 
Survey of Europe in 1980, chap. 4. 


The value of the similarity index (S) lies between 
100, which indicates no structural change or, alter- 
natively, perfect similarity of two structures, and 
zero, which indicates complete dissimilarity or a total 
reversal of structure in the relevant period. 


It is of course evident that over time a given distri- 
bution of output or employment may fluctuate 
because of cyclical or other short-term factors. It is 
therefore useful to measure the degree to which the 
changes that have occurred between the end-years of 
a given period have been “consistent”, in the sense 
that they have been due to a more or less continuous 
rise (or fall) in branch shares, or whether, between 
the two end-years, there have been off-setting fluctu- 
ations. The index of “consistency” is calculated by 
dividing the index of structural change between the 
end-years by the sum (irrespective of sign) of the 
year-to-year changes (in percentage points). Perfect 
“consistency” would yield an index with the value of 
1.00. Year-to-year fluctuations in branch shares 
would increase the size of the denominator, and so 
values lower than 1 would indicate a lower “consist- 
ency” in the degree of structural change between the 
end-years of the given period. 


The table above shows the indices of structural 
change and of consistency for the south European 
countries and table 2.3.16 the degree of similarity 
between the structure of manufacturing output in 
individual southern countries and between the 
average structures of southern and western Europe. 
The highest index of structural change is in Turkey, 
the least industrialized country in the region; the 
indices for both Iberian countries and Greece are 
about the same, while Yugoslavia shows a rather 
lower index of change. 


In the two countries with the highest and lowest 
indices of structural change the trend rate of growth 
of output has been fairly close so, as in western 
Europe, it would seem that the extent of structural 
change does not appear to be closely correlated, at 
least in the short run, to output growth. 
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TABLE 2.3.16 


Coefficients of similarity between the structures of manufacturing output and employment of 
southern Europe, 1970, 1973 and 1978“ 


oe ee eee 


Output at 1970 prices Employment 

1970 1973 1978" 1970 1973 — 1978° 
i i 83.9 

Greece with: Yugoslavia . 81.3808 74.9 183.8 85:7 
Portugal . о И Я о то 
Turkey See SENSE GU) В Lesh BH! 
Spaltittety7." 283 338: 777 75701860 638 78872 
Southern Europe . 90:7. — 88:0’ 852 91.0 91.3098 
Western Europe . Пе ПВ СД aa 75.7 (BAY 
Yugoslavia with: Portugal . _ 81:8. 179.5 79.1 180.5 4479.98877.2 
: Turkey 775, 1803 2:0 ee 80) Si a 
Spain № 2 870. 873 854 88.0) Sis 8h-2 
Southern Europ 89.7 89.9 87.4 89.0 89.6 883 
Western Europe . 87:2. 87.0, 87.3 87518618801 
Portugal with: Turkey 71.0 73.8 68.9 84.1 80.7 80.7 
Spain.) ae nee 83-1 1813 79.8 SO 79:6 6:6 
Southern Europe . ‚84.9 88:4 85.8 876 852 850 
Western Europe . He SIL EKO) ВЕ © 6824 
Turkey with: Spain ar eee 777 8039 25:9 1482.0 Secor ae 2825 
Southern Europe . 84.1 98722) 810 899 9060 8859 
Western Europe . 73.5 3 161 2168.51.12: eee 4 0 909 
Spain with: Southern Europe . О И АОИ URI БИ оса 
Western Europe . 83.8 824 79.9 849 83.4 84.5 


4 The coefficient of similarity (S) between two output or employment structures is defined as $ = 100 — C where С = (ai? — aij), 
for all aiz aij, where ai is the percentage share of branch i in total output or employment in periods (or countries) 1 and 2 respec- 
tively. The comparisons with southern and western Europe are with the unweighted average shares of five and nine countries 


respectively. 
Тре 1977 distribution is used for Spain. 
© The 1975 distribution is used for Greece. 


Table 2.3.16 reveals a mild but growing dissimi- 
larity in the national structures of output and 
employment. The few exceptions include the 
unchanged degree of similarity between the 
Yugoslav output pattern and that of western Europe, 
and that of Portugal with southern Europe. The 1975 
employment pattern of Greek manufacturing was 
close to the south European average and Spaiti’s to 
that of western Europe. In 1978 the most similar 
pairs of countries in terms of the structure of output 
were Spain—Yugoslavia, Portugal-Spain, Greece— 
Portugal, and Spain-Turkey; the least similar were 
Portugal-Turkey and Greece—Turkey. 


Summary 


This brief survey of changes in the structure of 
manufacturing output and employment in southern 
Europe has discussed in some detail movements in 
the relative importance of individual industries in 
each country. However, two broad conclusions might 
be emphasized here. The first is that the degree of 
structural change, in the 18-branch distribution of 
the variables considered in this note, appears to have 
been greater in southern than in western Europe. 


However, this statement needs to be qualified insofar 
as fluctuations in the movement of relative branch 
shares of output and employment have been 
relatively large for both groupings of countries 
although, with the exception of value added at 
current prices, they were largest in southern Europe. 
Taking account of all the individual countries of. 
southern and western Europe, '** Yugoslavia emerges 
as the country with the lowest degree of structural 
change in the period 1970-1978, lower than Italy 
which showed the least change among the western 
countries. '°* However, southern Europe also includes 
one country, Turkey, for which the index shows a 
higher rate of structural change than any of the more 
industrialized countries. If Yugoslavia is ignored, 
then the degree of structural change in southern 
Europe between 1970-1978 appears to be somewhat 
greater than in the more industrialized countries of 
western Europe. 


Data for the latter group were taken from Economic Survey 
of Europe in 1980, chap. 4. 


'* Tt should be emphasized that measures of structural change 
apply to a given level of aggregation of the basic data. In this note 
manufacturing industry was divided into 18 branches; if the 
disaggregation had been finer, then the indices of structural 
change are likely to have been different. 


Recent changes in the structure of output and employment in the manufacturing sector of southern Europe 


The second point is that although there are large 
inter-country differences in the movement of 
individual branches, there is nevertheless a general 
tendency for south European manufacturing 
industry to shift towards branches which are 
relatively skill-intensive and also, although less 
markedly, towards the more capital-intensive 
branches. However, this shift in the structure of 
manufacturing output has not been large enough to 
upset the pattern of relative branch specialization 
between southern and western Europe: thus, for 
example, although the chemical industry has grown 
relatively fast in southern Europe, it has grown still 
faster in western Europe, so that the relative 
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importance of this industry in total manufacturing in 
the two regions has continued to diverge. In some 
cases (for example, non-metallic minerals) the shift 
towards more capital-intensive industries may in fact 
reflect inflexibility in adjusting the structure of 
output to higher energy costs or insufficient attention 
to the social costs of pollution and other environ- 
mental hazards. However, although the shift from 
lower- to higher-skill industries is more clear-cut, the 
Structure of manufacturing output in southern 
Europe is still dominated by unskilled labour 
intensive industries and, therefore, the difference in 
structure between southern and western Europe at 
the end of the 1970s remained very large. 
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CHAPTER 3 


RECENT ECONOMIC DEVELOPMENTS AND FIVE-YEAR PLANS 
IN EASTERN EUROPE AND THE SOVIET UNION 


1. GENERAL DEVELOPMENTS 


(i) Main outcomes of economic development 
976-1980 


Economic developments in eastern Europe and the 
Soviet Union during the years 1976-1980 occurred 
within the framework of the global directives defined 
in the five-year plans adopted in all countries 
concerned at the beginning of the period. The plans 
incorporated objectives which took into account the 
changes in the domestic and international conditions 
of economic growth. '** Though there were a number 
of differences originating in the varying levels of 
global economic development and the specific 
characteristics of individual countries, the strategies 
of economic developments in the five-year plans of 
Bulgaria, Czechoslovakia, the German Democratic 
Republic, Hungary, Poland, Romania and the Soviet 
Union did have important common features. 


All countries of eastern Europe and the Soviet 
Union, at first, place their economic development in 
the framework of the programmes of general social 
development and, in particular, of programmes for 
continuous increases in the material and cultural 
level of the population. Secondly, the strategies of 
economic and social development were oriented to 
long term problems, going beyond a time horizon of 
five years. Thirdly, the central orientation of the 
five-year plans for 1976-1980, shifted from fast and 
even accelerated development towards the 
attainment of balanced economic growth, aimed at 
redressing structural imbalances accumulated over 
many years of extensive economic development in 
most countries of the region. This was seen as a 
necessary condition for achieving not only balanced 
social development, but also a stable and continuous 
pattern of output growth. In the second half of the 
1970s, developments in many areas took place in 
conformity with the strategies described above. At 
the same time, the rapid changes in the economic 
climate inevitably called for solutions involving 
adjustments to planned objectives. 


A comprehensive evaluation of development in the 
centrally planned economies during 1976-1980 
should relate actual trends to international and his- 


5 For detailed presentation of the five-year plans for 1976- 
1980 in eastern Europe and the Soviet Union see Economic Survey 
of Europe in 1976, Part II, United Nations, New York, 1977. 
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torical criteria; a comparison with the original objec- 
tives of the PES gives insight into the nature and 
magnitude of growth determinants and constraints as 
they developed over the period under review. 


Economic growth in the world economy was on a 
downward trend throughout the period under 
review, and the countries of the region were not 
exempt from this experience. Their performance 
nonetheless remained above the world average, if by 
a smaller margin than in earlier periods. The 
aggregate average annual rate of growth of net 
material product (NMP) for the region (table 3.1.1.). 
was 4.1 per cent, giving a level of global output by 
1980 more than 22 per cent higher than in 1975. 
Despite individual country differences, the general 
trend was similar for both eastern Europe as a whole 
and for the Soviet Union, for which the corre- 
sponding average annual increments were 3.9 and 
4.2 per cent respectively. 


If Poland, which experienced very specific 
difficulties during the period, is excluded from the 
calculations, the growth rate for eastern Europe rises 
to 5 per cent annually, which is more than one point 
above the world average. The respective figure for 
the region as a whole is 4.4 per cent, also above the - 
world average. 


The aggregate average annual rates of growth, 
however, cover considerable divergencies between 
countries, which can be seen from table 3.1.1 and 
chart 1.1.1. This is so even between countries other 
than Poland. 


The spread of highest-to-lowest rates of NMP 
growth in the other countries, which at 2:1 was 
already rather high in 1971-1975 (a range between 
11.3 per cent for Romania and 5.4 per cent for the 
German Democratic Republic) increased to some 
2.25:1 for 1976-1980 (7.2 per cent for Romania 
compared with 3.2 per cent for Hungary). If Poland, 
where growth was recorded as 1.2 per cent, is taken 
into account, the ratio rises to 6:1. The highest rate of 

rowth in 1976-1980, as in 1971-1975, was recorded 

y Romania, followed by Bulgaria (6.1 per cent), the 
Soviet Union (4.2 per cent), the German Democratic 
Republic (4.1 per cent), Czechoslovakia (3.7 per cent) 
ail Hungary (3.2 per cent). In the Byelorussian and 
Ukrainian SSRs, where NMP growth attained 
average annual rates of 5.0 per cent and 3.4 per cent, 
performance fell within the range noted above. 
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ИЛЬ Sesh al 


Changes in growth of the net material product 
(Annual percentage change) 
п Ee ee 


Gross output 


Gia rine Net material product Agriculture? Industry Construction® 
of national 
ие. Pian Actual Plan Actual Plan Actual Plan Actual 
Bulgaria 
“1976-1980 Weil 6.1 7 2.1 9.2 6.0 ay) 
1981-1985 3.7 3.4 5:1 в 
ОО о с 5 9.0 6.5 5.0 4.1 я 6.8 8.0 3.3 
1977 15.5 8.2 6.3 4.0 —4.6 92 6.8 15 
1978 16.3 6.8 5.6 5.0 4.3 Т.Я 6.9 6.6 — 2.2 
1979 17.7 7.0 6.6 7.0 6.0 7.8 5.4 2.9 
1980 20.5 5.7 Da, 3 —4.5 6.3 4.0 3.6 
1981 22.0 yl. 4.0—5.0* 47 4.0 526 5.6 
1982 3.6 7 4.5 
Czechoslovakia 
1976-1980 4.9 ЗАРЕ ae: Sa Siero) 415) 16.2615 3.0 
1981-1985 2.0-2.6 182.2 2] =34 
М os 418.2 5.0 4.1 5.3 =r 5.4 5] 6.7 3.4 
1977 415.0 52) 4.2 8.2 9.1 5.3 55 6.2 35 
1978 437.1 4.9 4.2 3.4 2.6 5.0 5.0 6.1 St 
1979 460.7 4.3 3.0 3.8 —4.2 4.5 3:7 5.8 2.5 
1980 480.1 ‘3.7 29 ez 6.1 4.0 > 3.8 Я 
1981 2.8 02 2.6 314 Psi 2.0 2.8 il tel Ne 
1982 OSs 3:2 0.6* 
German Democratic 
Republic 
1976-1980 5.0 4.] 2.6 ilu 6.0 4.9 5.0 3.3 
1981-1985 Spall ВЫ Syl 3.4 
1976 147.5 5.3 3.6 1.4 —5%3) 6.0 Se 6.3 6.4 
1977 155.2 5.5 5.2 2.8 Tal 51 5.4 6.2 5.3 
1978 160.8 5.2 3.6 85) 1.4 57 3:7 5 2.6 
1979 166.9 4.3 3.8 1.3 2.8 5.5 4.8 MS) => 
1980 173.9 4.8 4.2 (5 0.5 4.7 4.7 oy} 1.4 
1981 182.6 5.0 5.0 0.8° мнк Sas pa 
1982 191.3* 4.8 0.2° 4.6 2.5 
Hungary 
1976-1980 5.4—5.7 3:23 3.23.4 2.9 6.0 Зы 610 2.4 
1981-1985 2.65.2 2.3 —2.8 3.5-4.0 Dale, 
1976 432.4 5:0—5.5 3.0 4.0 =. 6.0 4.6% >. 025.5 4.6 
1977 476.0 6.0-6.5 8.0  7.0-8.0 10.3 6.0 60 505 6.4 
1978 ИЗ 5.0 Цой 3.0 20 5-00) 49 4.0-5.0 Sai 
1979 554.3 3.0-4.0 LOR 3:0=35 ЕЛЬ! 4.0 3.0 1.0 0.8 
1980 581.0 3.0-3.5 SUS SOS) 4:3 135-40 = 3.0225) =3:0 
1981 2.025 1.8 3.0 0.0 333 2.3 =-10 35 
1982 OS 4.0—4.5 20-25 (10-20) 
Poland 
1976-1980 70—73 We =. 0.5 8.28.5 И а. От 
1981-1985 
1976 1593.3 8.3 6.8 5.9 =14 8.8 9.3 4.2 6.6 
1977 1736.1 Sui 5.0 5.3 Leas 6335573 6.9 6.6 3.1 
1978 1902.6 5.4 3.0 4.5 4.1 6.8 4.9 4.2 
1979 1935.4 2.8 —2. 3 153:9—=4:8 15 4.9 2.7 —4.7 
1980 1936.2 1.4-1.8 —6.0 5.8 07. 3.04.2 0.0 —1 52. 
1981 = Аа S20) 5.0% 4.1 0.0“ == 12165 —20.0 
1982 Sarr Sy О 
Котата 
1976-1980 10.0-11.0 7.2 §.1-7.6 4.9 10.2-11.2 9.5 ых 5.8 
1981-1985 7.1 4.5-5.0 7.6 8.8 
1976 400.0 10.5 1051510266 17.4 10.2 11.4 vo 5x7 
1977 431.7 sales} 9.0 1913.6 —-0:9 10.5 19.5 20.4 10.3 
1978 464.3 НО 5 TAS 26.916. 8.8 10.6 9.6 8.8 10.7 
1979 449.3 8.8 6.2 556 55) 11.3 8.0 8.3 3.0 
1980 516.4 8.8 2.9 4.7-6.0 —4.1 11.4 6.1 —0.8 
1981 7.0 2.1 9.0° —0:9 8.1 2.6 
1982 в 6059.9 5.6/ 


TABLE 3.1.1. (continued) 
SSR Slr essostmanssinnsaoeshmnserawirnnee cae emo anepsmeiem ae osenesnhassen onsns eosin oss 


Gross output 


Net material 


ee <a ed Net material product Agriculture® Indastry Construction® 
currency units) са ae 
at current prices Plan Actual Plan Actual Plan Actual Plan Actual 
Soviet Union 8 
ие о 4.7 4.2 3.0 1.7 6.3 4.5 ah 2.1 
15109085. 3.4 2.5 4.7 
ГР” со eee Oe 385.7 5.4 5.9 7.3 6.5 4.3 4.8 БЫ 2.6 
о чо 405.6 4.1 4.5 5.3 4.0 5.6 5.7 6.5 3.3 
о. 426.3 4.0 ah т 2 
: Hy) 4.5 4.8 4.1 3.0 
Ре о 440.6 4.3 22 5.8 —3.1 57 3.4 = 0.6 
DBO eee Fe оО 458.5 4.0 3.5 8.8 91.5) 4.5 3.6 ae 1.1 
LOS Le eee es aoa 474.0* 3.4 3:2" 11.7 —2.0 4.1 3.4 
с с eee 3.0 10.2° 4.7 
Byelorussian SSR 
1976=1980 ee eee 6.0 5.0 a8} 1.6 7.4 7.2 ss 0.8 
Я о ee 4.3 2.1 5.1 
Ре оо ие 5:5) 6.0 2.2 6.2 6.1 7.0 3.6 2.6 
197 er ee м 5.8 5.0 2.9 —1.6 6.3 8.3 4.4 4.0 
OS etl aes cea aen 6.0 7.5 4.8 6.8 6.1 7.8 6.2 3.0 
I, SR eae 6.0 3.0 3.6 —5.0 6.2 6.9 Е =3.2 
Ot Oe SE И 7.0 3.€ 3.8 —10.4 5.9 6.0 a —1.4 
1981 Pree, ИАН 3.9 5.0 18.9 9.8 4.1 4.5 
Е 9 4.2 9.3 4.3 
Ukrainian SSR 
1976—1980% 0. 6 kk 4.9 3.4 2.5 1.6 5.9 3.9 5g 0.4 
DR LORS ae ее 3.6 2.3 4.2 as 
ACh aa ee, Sarin een 69.8 4.5 6.0 7.9 10.8 4.1 4.1 6.9 4.8 
ое eee 72.9 4.8 4.7 4.3 5.2 5.3 5 4.1 2.1 
1978 ОЕ оС 757 4.3 4.5 4.0 0.7 4.7 4.5 3.2 —0.4 
ес 76.4 4.2 1.0 4.5 —6.1 Oy 3.0 20) 
L980 My as Е 77.1 3.5 1.0 10.1 = 4.0 Ap) = 
NOS eee Я о МО ИЕ 80.0 3.8 3.0 16.9 1.7 3:5. 3.0 
О Ь. 3.6 4.0 
Eastern Europe 
ISIG=1980 = ..% 6.6 37 3.6 1.9 6.4 5.6 
CEC ha ee 3.8 AES) 
Об aie Oe 7.0 5 7.0 1.3 7.4 ТЫ 
LOTT eae Ч ЧИ ь 6.6 5.8 5.9 3.1 6.7 7.0 
о 6.1 4.3 5.3 3.1 6.7 5.7 
1979 ee een fe Е, 4.6 2.3 4.1 0.6 6.0 4.5 
ОЗОН, ани: №9 4.2 1.1(3.2') 4.8  —3.7(0.1') 57) 3.0(4.3') 
TD и а 2.8(5.0') —1.3(2.8') 4.5 1.6(0.9') 3.9 —1.0(3.6') 
NORD Be eer es me 2.4(3.6') 4.1 ; 2.8 
Soviet Union and 
Eastern Europe 
1926—1980 даних ге 5.9. 4.1 3.2 1.7 6.3 4.9 
TOS 1985-е. 3.5 oh 2.6 eas ae at 
CAT er eae eee 5:9 5.9 7.4 4.7 5.2 5.6 
ЯНАО м о РА 4.8 4.8 5:5 37 5.9 6.1 
а ра or 4.6 4.8 6.2 2.9 5.1 5.1 
1979 Bee МЫ ee ce 4.4 2.4 =? —1.8 5 3.7 
И eet eee ож 4.1 3.0(3.4') 7.4 ~29(=1:8) 41 3.4(3.7') 
>. 3.2 1.9(3.1') 9.2 —0.8(—1.2') 4.0 2.1(3.4') 
о ete wD 2.8(3.2') 8.1 4.2 
_иимииооиоиооиоиоллолрлблблблблйЙлЙлЙлЙЛЙЙъЙЩ nn SEU UIE E IE UIE EINES aE 
Sources: National statistics, plans and plan fulfilment reports. 4 Data refer to targets of the draft plan, at current prices, as reported in Trybunu Ludu, 
Note: Throughout chapter, unless otherwise stated, average annual percentage 20 December 1981, p. 2 and 15 January 1982, p. 3. 
changes over five year periods are average annual percentage changes between final year © Sales current prices. 
of period shown and final year of the previous five-year period. Л Net output. 
а рог five-year periods average annual percentage changes on the basis of previous Е Distributed NMP. 
five-year period total. "Оп the basis of 1976-1980 average annual output. 
Ь Sitework. See footnote Ч to table 3.4.7. ' Excluding Poland. 


с Net output. For German Democratic Republic includes food processing. 
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CHART 3.1.1 CuHarT 3.1.2 
Changes i rodu facto t Efficiency indicators 
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CHART 3.1.1 (continued) 
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CHART 3.1.1 (concluded) 


1975 — 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 


Gross output 
=== Gross output (Five-year plan) 
seccveccccecocssccs output 
mom - eames Employment 
aoe Fixed assets 


With regard to structural changes in output, the 
leading growth sector in all countries in 1976-1980 
was industry. This affected all sectors and branches 
of the region’s economies by making available indus- 
trial goods in greater quantities in relative and 
absolute terms. This, in most countries, was closely 
followed in order of growth by transport and 
communications and trade, resulting in structural 
changes typical of countries moving to an advanced 
level of economic development. '* As shown in the 
text table overleaf, NMP structural changes in 
eastern Europe and the Soviet Union exhibited three 
main sectoral shifts. 


The share of the primary sector (agriculture and 
forestry) diminished in all countries but Poland 
during the period. According to the CMEA Statis- 
tical Yearbook 1981, the biggest changes were in 
Bulgaria and the German Democratic Republic, 
where the percentage shares of agriculture and 
forestry in net material product produced in 1980 
(16.7 per cent and 8.5 per cent respectively) were 
only about three quarters of the corresponding 1975 
shares (22.1 and 11.1 per cent respectively). Changes 
in agriculture’s share of NMP produced were 
smaller, but still noticeable, in Czechoslovakia, 
Hungary, Romania and the Soviet Union. Its slightly 


'°* According to ECE estimates for 1973, per capita gross 
domestic product measured in 1973 US dollars amounted to 
$2,507 in Bulgaria, $3,117 in Czechoslovakia, $3,301 in the 
German Democratic Republic, $2,433 in Hungary, $2,482 in 
Poland, $2,082 in Romania and $2,766 in the Soviet Union, as 
compared to, for example, per capita GDP estimated on the same 
basis in France of $3,492 in Italy of $2,918 and in Greece of $2,134 
ee Bulletin for Europe, vol. 31, No. 2, New York 1980, 
р) 


URSS 
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CHART 3.1.2 (concluded) 


1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 


~— Gross output per employee 
a aa a a ee me ae Fixed assets per employee 
——--——— Fixed assets/gross output ratio 
eeccccvecccceccce Net output/gross output ratio 


increased share in the NMP of Poland was a 
counterpart to the fall in industrial growth rates in 
that country during the period—in particular, to the 
negative rates of industrial growth registered in 1979 
and 1980. 


Industry and construction, which account for the 
bulk of the secondary sector, decreased slightly in 
Czechoslovakia and the Soviet Union during the 
1976-1980 period. '*’ It stayed roughly the same in 
Bulgaria and increased slightly in Hungary and 
Romania. Despite these variations, all the changes 
which took place in eastern Europe and the Soviet 
Union are consistent with a more or less mature stage 
of industrial economic development, characterized 
by a declining trend in the share of the secondary 
sector. The noticeable increase in the share of 
industry and construction in NMP observed in the 
German Democratic Republic (from 66.5 to 75.1 per 
cent between 1975 and 1980)—especially given that 
the whole of the change is attributable to industry, 
which increased from 59.1 per cent in 1975 to 68.3 
per cent in 1980, while that of construction fell from 
7.4 to 6.8 per cent—is somewhat unusual in view of 
the overall level of development of the country, and 
might indicate that the role of agriculture is under- 
estimated in development policy, in price policy or in 
both. In Poland, the decline in the share of the 
secondary sector in NMP produced, took place 
because of the fall in industrial production during 
1979-1980; industry’s share alone fell from 59.6 of 
produced NMP in 1975 to 54.7 per cent in 1980. 


"In fact, in the case of Czechoslovakia this decrease may be 
partly attributed to the new classification of branches in the 
material sphere, introduced in 1976. 
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Net material product by main sectors 
(Percentage shares) 
И ee ee eee 


Agriculture and forestry 


Transport, communications, 
trade and other economic 


Industry and construction activities 


1970 1975 


1980 1970 1975 1980 1970 1975 1980 


Bulgaria р 22.8 22.1 
Czechoslovakia . lt екС 10.5 8.7 
German Democratic Republic . 12.8 11.1 
Hungary . Я 17.9 
Poland . 17.3 14.8 
Romania . 19.5 16.6 
Soviet Union 22.0 17.1 


16.7 59.8 60.9 60.8 Wie (RAD) PRS) 
13 73.4 78.4 75.5 16.1 12.9 17.2 
8.5 66.2 665 75.1 20.9 22.4 16.4 

15.8 Sey SAS CORT 22.7 24.8 24.1 

15.3 64.4 70.8 64.0 18.3 14.4 20.7 

15.2 69.5 65.5 68.6 O79 16.2 

15.2 61.5 640 61.4 16.5 189 23.4 


Source: CMEA Statistical Yearbook 1981, pp. 44—45. 


Note: Due to differences in price base applied, as well as in coverage, figures differ from those based directly on national statistics. 


With regard to transport, communications, trade 
and unspecified activities, usually qualified as the 
tertiary sector of the material sphere, their shares 
increased in Bulgaria, Czechoslovakia, Poland and 
the Soviet Union (from 17, 12.9, 14.4 and 18.9 to 
22.5, 17.2, 20.7 and 23.4 respectively. This provides 
new evidence of economic development in both 
eastern Europe and in the Soviet Union—although 
the particularly sharp increase in Poland is largely 
explained by the untypical downward movement of 
the secondary sector. The same may be said for 
Hungary, where the share of the tertiary sector in 
NMP practically stagnated. In the case of Romania, 
the share of the tertiary sector declined from 17.9 to 
16.2 per cent—by more than in Hungary, but still not 
out of line with short- and medium-term patterns. 
The largest change was recorded in the decline in the 
share of the tertiary sector in the German Demo- 
cratic Republic—from 22.4 per cent in 1975 to some 
16.4 per cent in 1980. This is the more unusual if it 
is recalled that the level of its share in 1980 is the 
second lowest, after Romania, in the region. Relative 
levels of development would suggest a markedly 
higher share of the tertiary sector in NMP for the 
German Democratic Republic. A likely explanation 
might be differences in sectoral price relatives; in 
nearly all countries of the region, and in the German 
Democratic Republic in particular, prices of services, 
including transport, are relatively low compared with 
all other sectors. 


A similar evaluation of structural change in eastern 
Europe and the Soviet Union can also be applied to 
industrial branches. On the basis of the following text 
table, it is clear, first, that branches with above- 
average rates of growth during 1976-1980 are those 
in which the degree of processing is highest—a 
characteristic of relatively developed economies. The 
leading position belongs to engineering and metal- 
lurgy, chemicals and energy, electricity and heating. 
Though printing and glass and ceramics did, in fact, 
register higher growth rates than energy, their 
relative weights in total output in 1980 are so small 
(up to 1 per cent and 1.4 per cent respectively) that 
they can be left out of account. An important feature 
of development is the relatively fast growth of energy 
production, which registered above-average rates of 


growth in six out of seven countries. This reflects the 
stated intention of all the countries under review to 
increase the level of self-sufficiency in energy. 


Growth of both industry and NMP in eastern 
Europe and the Soviet Union during the 1976-1980 
period was accompanied by substantially expanding 
values and volumes of foreign trade in all countries of 
the region. According to CMEA statistics, '°* indices 
of trade turnover (exports plus imports) in 1980 over 
1975 showed increases in value terms of some 45 per 
cent for Poland, 61 per cent for the German Demo- 
cratic Republic, 66 per cent for Czechoslovakia, 76 
per cent for Bulgaria and 85 per cent for the Soviet 
Union, as much as 113 per cent for Romania and 92 
per cent for Hungary. All these figures are consider- 
ably higher than growth rates of NMP. at current 
prices. This clearly illustrates the increasing partici- 
pation of the east European countries and the Soviet 
Union in the international division of labour, at 
levels and tempos normal for countries at their stage 
of economic development and fully in line with their 
economic strategies and plan objectives. 


Turnover value figures clearly are not a sound 
basis for a detailed assessment of foreign trade. In 
the following text table therefore, volume figures are 
presented for the purpose of comparison with the 
turnover figures for 1981-1985, which is virtually the 
only published: planning aggregate. The table also 
shows trade flows, in volume terms, for both imports 
and exports, for the periods under review. 


The table confirms that foreign trade in eastern 
Europe and the Soviet Union rose faster than NMP 
not only in value but also in volume terms. This was 
so particularly for eastern Europe, in which the 
average annual growth rate in the volume of 
turnover was three-quarters higher than that of NMP 
(7.0 as against 3.9 per cent). In all east European 
countries, exports in volume terms rose faster than 
imports—by only slightly more in the German 
Democratic Republic, by substantially more in 
Czechoslovakia, Hungary and Poland, and four 
times faster (12.8 as against 3.2 per cent) in Bulgaria. 


198 Calculated on the basis of data in CMEA Statistical 
Yearbook 1981 (in Russian), Moscow, 1981, p. 334. 
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Industrial branches with above-average rates of growth 1976-1980 
(Average annual percentage change) 


i ——3——3————————————_———————000000—— 


German 


Bulgaria Czechoslovakia Dem. Rep. Hungary Poland Romania Soviet Union 
Е eS С ee Te ee ee 
Industry, total 6.0 4.6 5.0 a) 4.6 9.5 4.4 
I. branch 10.6 6.7 7.0 7.9 9.9 12.8 ; 8.2 ’ 
Printing Engineering Engineering Chemicals Glass Construction Engineering 
and and and materials and 
metallurgy metallurgy ceramics metallurgy 
II. branch 9.7 5.8 5.9 6.9 7.0 oy 12.7 6.5 
Chemicals Chemicals Energy Glass Engineering Engineering Glass 
and and and and 
ceramics metallurgy metallurgy ceramics 
Ш. branch 9.3 5 5.4 6.2 6.9 10.7 5.5 
Engineering Wood and Glass Printing Printing Textiles Chemicals 
and wood and 
metallurgy processing ceramics 
IV. branch 8.7 52 5.7 5.4 9.6 5.0 
Energy Glass Energy Energy Chemicals Energy 
and 
ceramics 
V. branch 7.5 4.8 4.2 4.8 9.6 5.0 
Construction Energy Pulp and Wood and Glass Clothing 
materials paper wood and 
processing ceramics 
VI. branch 7.3 3.8 
Ferrous Wood and 
metallurgy wood 
processing 
VIII. branch 6.5 
Glass 
and 
ceramics 


SR SRS RE SSR RE EE 


Source: CMEA Statistical Yearbook 1981, pp. 64-66. 


Note: Due to differences in coverage and in definitions and price basis, some figures differ from those based directly on national sources reported in — 


section 3.3. 


Growth of foreign trade volume 
(Average annual percentage change) 


eS 


1976-1980 
1971-1975 
Actual Actual 1981-1985 
plan plan 
Exports Imports turnover Turnover Exports Imports turnover 

a ee Вы. 

Eastern Europe >. hai. ey ae. 92 9.6 8.6 7.0 6.7 4.0 qe 
ВШ ага ре Saber oe ul 200 14.3 9.9 9.7 12.8 3.2 7.0 
Среспозюуа а 0. doy: Mee eS 6.5 6.2 5.6 6.3 2.9 5.7-6.2 
German Dem. Rep. . . .... 9. 7.2 be 6.6 5.8 5.2 6.3 
Нора tess Ed tet, i 94 7.3 8.0 6.9 7.0 3.9 4.6-5.4 
Roland Say eter АО 15.3 S20 6.9 4.0 1.7 5 
Копа а 510% 8.1* 11.52 8.2* 7.8 * 8.8 11.9 

Soviel. Usions aie cian ee) м 950 10.5 6.0 Sui 4.9 59 4.1 


—_—_— eS 


Source: National Statistical publications, national economic plans and plan fulfilment reports, and secretariat estimates. 

Note: “Turnover” refers to the sum of exports and imports. Growth rates for exports and imports reflect the change between final years of the 
current and the preceding period, whereas growth rates for turnover, both plan and actual, are based on five-year average levels for the current and the 
preceding period. All figures for actual performance are derived from physical volume indices; plan figures are assumed to refer to volume change. 
The estimates for Romania are based on Romanian value data and Hungarian price indices. 

Ч Average of plan targets for exports (11.8 per cent) and imports (4.7 per cent), 

b Average of plan targets for exports (11.8-13.1 per cent) and imports (9.8-11.2 per cent). 
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Foreign trade turnover by main groups of countries 
(Percentage shares) 


М 


СМЕА 
countries 

1975 1980 
Bulgaria . 73.8 (Psi) 
Czechoslovakia see ah er 66.0 65.5 
German Democratic Republic 66.2 62.7 
Hungary . 66.1 49.6 
Poland 49.7 53.2 
Romania. 38.0 33.8 
Soviet Union 51.8 48.6 


Other socialist Developed market - Developing 
countries economies countries 
1975 1980 1975 1980 1975 1980 
2.0 1.9 17.0 16.4 ee 9.0 
4.6 4.4 22.4 23.0 7.0 7.1 
3.5 3.2 25.9 27.4 4.4 6.7 
2.9 3.5 24.4 36.7 6.6 10.3 
7.5) 2.4 41.3 34.7 6.5 9.6 
6.8 6.6 36.7 33.1 18.5 26.5 
4.5 5.1 31.3 33.6 12.4 12.7 


Sources: Development of Member Countries of the CMEA т 1971-1980 (in Russian), Moscow, 1981, pp. 140-141. 


The terms of trade for these countries meanwhile 
deteriorated substantially, so that all of them but 
Bulgaria recorded deficits in the balance of trade, as 
discussed below.. Cumulative deficits recorded in 
1971-1975 therefore could not be covered by ап 
increased volume of exports in 1976-1980. For the 
Soviet Union, in contrast, the volume of import 
growth outstripped that of exports, but the country 
still recorded a considerable balance of trade surplus 
due to very favourable movements in its terms of 
trade. The volume of trade turnover grew faster than 
NMP. Actual turnover growth during 1976-1980 
was, however, slower than envisaged by the five-year 
lans of either the east European countries or the 

viet Union—though the difference between actual 
and pense rates is larger for eastern Europe than 
for the Soviet Union. Moreover, since the average 
annual growth rates of turnover in volume terms 
envisaged by the 1976-1980 five-year plans were 
themselves lower than flows actually recorded in 
1971-1975, it is clear that the deceleration which 
actually came about in 1976-1980 was somewhat 
sharper than expected. Indeed, it could be hardly 
otherwise, since the pace of NMP growth in general 
also decelerated by more than was expected. 


Important changes were recorded in the structure 
of foreign trade of the countries under review, 
although not always in the same direction. The share 
of machinery and transport equipment for instance, 
rose in the exports of Bulgaria, the German Demo- 
cratic Republic, Poland, Romania and Czechoslo- 
vakia, but declined in Hungary from 37.0 in 1975 to 
32.2 per cent in 1980, and in the Soviet Union from 
18.7 to 15.8 per cent between those years. The share 
of fuels, mineral raw materials and metals rose in 
Bulgaria, Hungary the . German Democratic 
Republic, Romania and the Soviet Union, but 
declined in Poland and Czechoslovakia. The leading 
branches in the exports of individual countries are 
machinery and equipment in the German Democ- 
ratic Republic, Czechoslovakia, Poland, Bulgaria and 
_ Hungary (with shares in total exports amounting to 
51.3, 50.3, 44.4 44.4 and 32.2 respectively in 1980) 
and fuels, mineral fertilizers and metals in the Soviet 
Union and Romania (respectively 29.5 per cent and 
57.2 per cent of total exports). On the import side, the 
share of machinery and equipment decreased during 
1976—1980 in Bulgaria, Czechoslovakia, Hungary, 


Poland and Romania, but stayed the same in the 
German Democratic Republic and the Soviet Union 
(shares of 30.8 per cent and 33.9 per cent respec- 
tively). Fuels, mineral raw materials and metals, on 
the other hand, significantly increased their 
importance in the total in Bulgaria, the German 
Demacratic Republic and in Romania. This 
commodity group noticeably rose in importance in 
Czechoslovakia, remained roughly the same in 
Hungary and Poland and decreased slightly in the 
Soviet Union. Machinery and transport equipment 
was the biggest import commodity group in Bulgaria, | 
Czechoslovakia, Hungary, Poland and the Soviet 
Union (42.9, 36.6, 30.7, 32.7 and 33.9 per cent in 1980 
respectively), whereas in the German Democratic 
Republic and Romania in the same year the highest 
shares were recorded for fuels, mineral raw materials 
and metals (36.7 and 50.3 respectively). '°° 


Noticeable changes during the 1976-1980 period 
occurred in the regional orientation of the region’s 
foreign trade. 


The share of trade with other CMEA countries fell 
over the period in all east European countries except 
Poland. The fall was small in Bulgaria and Czecho- 
slovakia, more noticeable in the German Democratic 
Republic, Romania and the Soviet Union, and 
substantial in Hungary. For Hungary and the Soviet 
Union it fell for the first time below 50 per cent, 
while in Romania it fell to roughly one-third only. 
The shares of trade with other socialist countries, 
already in 1975 by far the smallest trading member 
group for all countries of the region, increased in the 
Soviet Union but decreased in the case of the other 
countries. The shares of trade with the developed 
market economies decreased slightly in Romania and 
considerably in Poland, remained roughly the same 
in Bulgaria and Czechoslovakia but increased 
slightly in the German Democratic Republic and the 
Soviet Union, and more substantially in Hungary 
(from 24.2 to 36 per cent). Developing countries 
increased their share of the trade of all countries of 
eastern Europe and of the Soviet Union, in particular 
in the cases of the German Democratic Republic, 


‘99 All figures quoted in this paragraph are taken from the 
CMEA Statistical Yearbook 1981, Moscow, 1981, pp. 337-342. 
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Foreign trade balances 1976—1980 


(Billion US 


dollars)" 


В i 


Percentage 

coverage of 
Balance imports 
Exports Imports of trade exports 
Bulgatia.. а el.” с. 38.4 37.8 0.6 101.6 
Czechoslovakiale. sea" Re so 59.2 62.9 SA 94.1 
German Democratic Republic . . . 69.0 77.4 —8.4 89.2 
Hungary... eae. $e ees 33.6 37.8 —42 88.8 
Poland= ем. в. ти... 70.3 80.9 —10.6 86.9 
Romania... ope ото и. 43.0 46.1 == 93.2 
Зое. те. = 276.0 256.1 19.9 107.8 
Bastenn ор sneer S13;5 342.9 —29.4 91.4 

Eastern Europe 

andthe Soviet Union в sn 589.5 599.0 — 5 98.4 


Sources; As tor table 3.1.1. 


а Calculated on the basis of average annual exchange rates of national currencies as against US dollars. 


> Calculated on the basis of figures in millions of dollars 


Hungary and Poland. The highest share of trade with 
those countries, however, is still held by Romania 
and the Soviet Union (19.6 and 12.7 per cent respec- 
tively in 1980). The increasing share of developing 
countries in the region’s foreign trade is fully in line 
with policies proclaimed at the beginning of the 
period. ’”° 


It is worth while pointing out that certain specific 
types of commercial relations continued to develop 
both inside and outside the CMEA. Long-term 
programmes, joint projects, compensation agree- 
ments, different kinds of credit arrangements, etc., 
were considerably enlarged. Within the CMEA, 
special attention was paid to the implementation of 
the first Concerted Plan of Multilateral Integrative 
Measures of the CMEA member countries for 1976- 
1980 which, according to the CMEA Secretariat, has 
been “mostly put into practice”.*°' Co-operation 
between the countries related mainly to solving 
particularly pressing long-term problems. Five 
comprehensive long-term target-oriented 
programmes were adopted in 1976, covering energy, 
fuels and raw materials, mechanical engineering, 
agriculture and food supplies, manufactured 
consumer goods, and transport and communication. 
However, the preparation and implementation of 
these multilateral agreements took more time than 
expected. and benefits from some of _ those 
programmes will not materialize until the 1980s. 
Nevertheless, by April 1981 some 187 out of the 
planned 235 multilateral agreements had been 
drafted and recommended for signature*’? and by 
the end of 1981 some 170 were signed. In the engin- 
eering sector, about 80 multilateral agreements have 


*” This is not the case, however, with regard to the decreasing 
share of intra-CMEA trade in the foreign trade of the countries 
concerned. since almost all of them planned to increase trade with 
other CMEA countries. In fact, a good deal of the decrease in 
these shares in 1976-1980 might be a consequence of a slower 
price rise in шиа-СМЕА trade than in the trade with other 
regions. 


*' Economic Development of the CMEA Member Countries in 
the Period of 1971-1980 and General Review of the Implementation 
of the Comprehensive Programme (in English), Moscow, 1981, p. 8. 

202 Idem, р. 12. 


already been put into operation, covering the 
manufacture of some 16,000 products. *° 


Movements in the balance of trade were a major 
element in economic policy development in 1976- 
1980, as can be seen from the text table above. 


Bulgaria and the Soviet Union recorded surpluses 
over the period as a whole. The substantial Soviet 
surplus was more than offset by the large deficits of 
the east European countries, and the region as a 
whole thus accumulated in 1976-1980 a deficit 
amounting to $US9.5 billion.*°* Compared with 
exports during the same period, it is clear that by 
international standards the deficit is not excessively 
high, since about 98 per cent of imports are covered 
by exports. The positions of the Soviet Union and 
eastern Europe are, however, substantially different, 
since coverage for the Soviet Union amounts to 107.8 
per cent compared with only 91.4 per cent in the case 
of eastern Europe. Though the latter figure also is 
moderate in itself. the balance of trade deficit which 
it represents has proved difficult to manage, since 
most of the east European countries do not have 
significant sources of foreign currencies, and particu- 
larly hard currencies, other than exports. The 
positions of individual countries of eastern Europe, 
moreover, differ very greatly. 


Official data of balance-of-payments developments 
are not published by the Soviet Union or most of the 
east European countries. Trade imbalances within 
the area—mainly east European deficits vis-a-vis the 
Soviet Union—were financed under bilateral arrange- 
ments, about which not very much is known. In the 
main this seems to have been a question of medium- 
term loans at low interest rates which provided the 
energy and raw material importing countries of 
eastern Europe with some additional time to adjust 


*” Eastern Europe, 9 July 1981, р. 1. 


** Though this table comprises total trade of east European 
countries and the Soviet Union (including their mutual trade), the 
sum of balances of trade of all of them actually presents the net 
foreign trade balance for east European countries and the Soviet 
Union as a whole with all other countries, since their individual 
deficits and surpluses should cancel each other out. 
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Distribution of national income 1976-1980 
(Average annual percentage change) 
re в 


NMP 


produced distributed formation 


Consumption 


NMP Net capital 


Personal Social 


Bulgaria . 6.1 
Czechoslovakia rie ter 2h 
German Democratic Republic 4.1 
Hungary . о зах < 3 
РОЗА В С wee асс ol 
Romania. 72 
Soviet Union . 4.2 


5:2 32 7.8 7.4 8.6 
Fl 0.9 25 ИГ 4.8 
3 2.6 3.8 4.0 35 
19 =23 3.2 2.7 5.9 

012 S118 4.5 4.3 4.5 
3.8 1.4 4.6 


ne 


Sources: As for table 3.1.1. 


to the worsening in their terms of trade. In trade with 
developing countries, eastern Europe, on a small 
scale, and the Soviet Union, on a much more 
significant scale, appeared as creditors, but again not 
very much is known about the details of the arrange- 
ments. Most of the visible financing activities arose 
from the trade with the developed market economies, 
where a variety of methods ranging from 
government guaranteed export credits to syndicated 
euro-market loans were used. By the end of 1980, the 
total net debt of eastern Europe and the Soviet 
Union was estimated at some $US 72 billion, ап 
increase of some $US 43 billion over the level 
outstanding at the end of 1975. $ The Soviet Union 
accounted for somewhat over 18 per cent of this 
total, eastern Europe for 78 per cent, and CMEA 
banks for the rest. The foreign exchange cost of 
servicing these debts, together with the foreign trade 
balances, affected the overall balance-of-payments 
positions of virtually all east European countries. 
This had a very substantial effect on domestic 
resource allocation throughout the region as 
discussed below. 


During 1976-1980 there were several common 
characteristics in the development of distributed 
national income (NMP) in eastern Europe and the 
Soviet Union (table 3.1.2. and text table above). 


The first characteristics common to all countries of 
the region, are the lower average annual rates 
recorded for the growth of NMP distributed as against 
net material product produced (in volume terms). 
For the east European countries, it can be explained 
mainly by attempts to divert resources towards 
import reductions during the period under review— 
efforts largely offset by adverse movements in the 
terms of trade. The extent of the resource shift varied 
between countries, and in eastern Europe it was 
fairly closely linked with the size of the balance of 
trade deficit at various times. It was relatively small 
in Bulgaria and the German Democratic Republic, 
and more substantial in Czechoslovakia, Hungary 
and Poland. The highest relative difference was 
recorded in Poland where attempts to redress the 
deficit gave rise to a substantial shift in resources. In 
the Soviet Union, the favourable terms of trade 


205 See section 3.6 below. 


enabled the redressment process to take place 
without such a large resource reallocation, even 
though the initial (1975) deficit was large. 


The second feature common to all countries of the 
region was the slower growth rates of net capital 
formation compared with NMP distributed. Here 
again, the sharpest difference occurred in Poland, 
where net capital formation declined at an average 
annual rate of nearly 12 per cent between 1975 and 
1980. A similar, if not quite so marked relative 
movement was recorded in Hungary, where the 
growth rate of net capital formation over the period 
was also negative (—2.3 per cent). In the other four 
countries, net capital formation continued to rise but 
at rates considerably lower—by 30-80 per cent of the 
percentage increment of NMP distributed. 


Thirdly, in all countries for which figures were 
reported, the relatively slow growth of net investment 
permitted the sum of government and private 
consumption growth rates to rise faster than those for 
NMP distributed. This trend was anticipated in the 
long-term policies of the countries of the region, and 
was in most cases provided for in the 1976-1980 
five-year plans. Here too the country differences 
between the two indicators vary from slight (in 
Czechoslovakia and the German Democratic 
Republic) to substantial (in Bulgaria and Hungary). 
The biggest divergence is, once again, in Poland 
where the slightly negative growth rate of NMP 
distributed was accompanied by a total consumption 
growth rate higher than in any other country of the 
region but Bulgaria (figures for Romania and the 
Soviet Union were not reported). 


Social consumption grew faster than private 
consumption in all countries for which figures were 
reported except the German Democratic Republic. 
This relationship between the two main elements of 
the consumption fund is in line with long-term 
policies of the region; it seems likely that the contrary 
relationship in the German Democratic Republic 
during the 1976-1980 period was а temporary 
exception. 


All countries of the region recorded increases in 
both real wages per employee and in real incomes per 
head of the population. (See section 3.5: consumer 
incomes and supplies, table 3.5.1.) Real wages rose 
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TABLE 3.1.2 


Changes in distributed net material product 
(Annual percentage change) 


a aD 


NMP 


distributed Total 


Country and period 


Consumption 


Personal® 


Net capital formation 


Net fixed 
capital 
formation 


Changes 


Social Total® in stocks 


ee ee ee ee ee ee Ee Se 


Bulgaria‘ 
1976-1980 . 57) 7.8 
1979 . ES 7.0 
1980 . 14.5 14.5 
1981. 

Czechoslovakia 
19761980 arenes Dall 2.5 
1979 . tee п 0.9 
1980 . 3 1.0 
1981. 

German Dem. Вер. 
1976-1980 . 3:7 3.8 
1979. 1.6 3.4 
1980 . 4.9 3.3 
1981 . 

Hungary 
1976-1980 . 1.9 3.2 
1979 . 5) 2.9 
1980 . Г 9 1.1 
1981. —0.1 

Poland 
1976-1980 . —0.2 4.5 
1979 . 35] Beil 
1980 . —6.0 2.1 
1981. —12.0 

Soviet Union 
1976-1980 . 3.8 4.6 
1979 . 2.0 4.2 
1980. . 3.8 5.9 
Plan 1981 3.4 
198 Te 3.0 
Р1ап 1982... 3.0 
Plan 1981-1985 . 3.4 


7.4 8.6 3.2 2.4 53 
7.1 6.8 8.8 20.1 —36.9 
11.2 22.2 15:2 —42.6 459.3 
lea 4.8 0.9 0.4 2.6 
= 4.8 1.8 —8.5 101.7 
—0.1 3.6 6.6 —0.5 37.4 
1.0 312 
4.0 3.5 2.6 3.4 =Oul 
4.1 0.6 —4.8 0.4 —64.7 
4.0 0.6 10.7 
21 5.9 — 2.3 eae al —9.8 
2.4 5.8 —24.9 ЕЕ 9.6 
1.0 1.9 —11.3 — 13:2 243.7 
1.5—2.4 
4.4 5.2 —11.8 = —29.0 
3:2 2.1 =19:2 —15.4 =39.5 
23 12 =29> —25.4 — 61.3 
—2.0% -45.0 
1.4 
38 
23 


Sources: As for table 3.1.1. 
4 Уоште of consumer goods supplied to the population. 


В Consumption of material goods in institutions providing amenities and social welfare services. 


С Secretariat estimates at current prices. 


slowest in Bulgaria and Czechoslovakia (by average 
annual rates of 0.5 and 0.7 per cent respectively) and 
considerably faster in Poland and the Soviet Union 
(2.0 and 3.0 per cent respectively). The highest rates 
of growth were recorded in the German Democratic 
Republic and Romania (4.4 and 6.1 per cent respec- 
tively). Due to the relatively higher growth rates of 
social consumption compared with personal 
consumption, real incomes per head of the 
population rose during the 1976-1980 period faster 
than real wages. The increase was slowest in 
Czechoslovakia and Hungary (1.3 and 1.6 per cent 
respectively), notably more buoyant in Bulgaria, 
Poland and the Soviet Union (2.6, 2.9 and 3.3 per 
cent respectively) and highest of all in the German 
Democratic Republic and Romania (4.3 and 5.1 per 
cent respectively). In the German Democratic 


Republic, real incomes per capita rose at virtually the 
‘same rate as real wages (4.3 and 4.4 per cent respec- 
tively). 


The movements of the main economic aggregates 
during the 1976-1980 period described above, 
confirm that all countries of the region achieved very 
substantial economic growth performance by inter- 
national standards. The picture of development 
during the period would not be complete without 
reference to developments over the previous period, 
and also to the objectives Нее in plans, and 
particularly in the five-year plans for 1976-1980. 


In considering performance in relation to historical 
and planned trends, an important evolution in the 
nature and role of planning should be noted. The 
plans themselves, while still retaining the force of law 


о ON emer aertepmmnbt поныне царя ный. № 


Growth of net material product 
(Average annual percentage change) 


——— eee 


1966-1970 


Plan 


и 
Bulgaria. 


В .5 
Czechoslovakia . Е 4. Я 
German Democratic Republic . 5.4 
Hungary os 3.5-3.9 
Poland . 6.0 
Romania SU Mee Eko eis ued Wee: 7,0 
Soviet Union. . ...... . 66-7.1¢ 
Eastern Europe . 5.6 
Eastern Europe 

and the Soviet Union 6.5 


Sources: As for table cE “NMP distributed. 


in all countries of the region, are not considered 
simply as documents which, once approved, must be 
fulfilled to the letter in quantitative terms, regardless 
of circumstances. They are rather considered as basic 
policy documents for determining and guiding the 
main stream of socio-economic development, and 
contain a certain element of flexibility allowing for 
the optimization of solutions under changing circum- 
stances not foreseen at the outset of the plan period. 
Divergencies between planned and actual trends in 
1976-1980 should thus be considered in many 
instances as a series of responses to the big shifts in 
the conditions of domestic and world economic 
growth which took place during the period. The plan 
figures do, nevertheless, provide relevant criteria for 
the evaluation of actual developments. The east 
European countries and the Soviet Union are 
centrally planned economies (although not to the 
same extent or in the same way)—primarily because 
they themselves consider planning as one of the basic 
elements of their economic and overall social 
development. The differences between the plans and 
actual economic trends therefore should be taken 
into account—the more so when they are large. To 
avoid over-simplifications however, the following 
evaluation of developments in relation to plan objec- 
tives for the period 1976-1980 is set in the context of 
historical trends, giving full weight to the importance 
of plan objectives as an expression of the different 
development patterns ш centrally planned 
economies compared with other countries of the 
ECE area. | 


In the historical context, the most noticeable 
feature is the definite deceleration of economic growth 
which became apparent in 1976-1980. This tenden 
is clearly apparent from the year-to-year growt 
sequence shown in table 3.1.1. For NMP, actual 
changes during the 1976-1980 period show a 

rogressive decline in growth rates in all countries 
but the German Democratic Republic. The trend 
was continuous over the whole period in Poland and 
Romania, and broken in one or two years only in the 


1971-1975 1976-1980 
Plan 
Actual Plan Actual Plan Actual a 985 
8.7 7.7-8.5 7.8 si. 6.1 3.7 
6.9 5.1 5.7 4.9 3.7 2.0-2.6 
5.2 4.9 5.4 5.0 4.1 5.1 
6.8 55-60 6.2 5.4-5.7 3.2 2.6-3.2 
6.0 6.7-6.8 9.8 7.0-7.3 1.2 0.9* 
7.7 11-12 11.3 10-11 7.2 7.1 
7.8  6.5-7.0“ 5.7 4.7“ 42 3.4“ 
6.5 6.7 7.3 6.6 3.9 3.8 
5.02 
7.4 6.7 6.2 5.3 4.1 3.5 
4.4° 


6 Excluding Poland. 


other countries of the region. For eastern Europe, the 
deceleration is quite obvious and continuous for the 
sub-region as a whole. If eastern Europe and the 
Soviet Union are taken together, the trend was con- 
tinuous for the years since 1976 until broken in 1980 
by a sharp (3.5 per cent) upturn in Soviet growth. 


The figures quoted in table 3.1.1 do not bring out 
fully the longer-term development growth tendencies 
of eastern Europe and the Soviet Union. In the text 
table above therefore, planned and actual average 
annual percentage changes of NMP over successive 
five-year periods are given, in addition to plans for 
the current five-year period. 


The table shows clearly that the ЕЕ 
growth tendency identified for the period 1976-198 
1s in fact part of a longer-term trend. 


For the seven contries taken together, the deceler- 
ation is evident and continuous, as also in the cases 
of Bulgaria, Czechoslovakia, Hungary and the Soviet 
Union. For eastern Europe, the tendency reversed 
for 1971-1975. This is, however, mostly due to the 
exceptionally high average annual growth rates 
recorded by Poland and Romania (9.8 and 11.3 
respectively)—though performance in precisely these 
two countries fell away most abruptly, particularly in 
Poland, during the following period (from annual 
averages of 6.0 to 1.2 per cent in the cases of Poland 
between the two periods, and from 11.3 to 7.2 per 
cent for Romania).*° The trend has _ been 
commented upon by economists from the region. 7°’ 


26 This is confirmed by linear trends calculated on a year-by- 
year basis over 1966-1980, which show the same patterns for 
eastern Europe, the Soviet Union and both taken together. The 
calculation can be expressed from equation, as follows: eastern 
Europe, У = 6.1226 - 0.294 г, the Soviet Union, У = 5.8926 - 
0.349 г Soviet Union and eastern Europe taken together, У = 
5.953 — 0.3345 1, where the Y indicates calculated growth rates in 
individual years of the period and the г is the ordinal numeral of 
the year in the sequence of years within period (1966 = 1, 1967 = 
2, etc.). 

07 “High dynamics of economic development in 1960-1980 
were the basis on which the socialist countries steadily raised living 
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East European countries and the Soviet Union by the size of the rate of growth of NMP 
ee eS EE Е ЕЕ ие 


Average 
annual Be, Plan 
seers 1971-1975 1976-1980 1976-1980 1981-1985 
8.6 апа Romania 11.3 Romania 10-11 
over Poland 9.8 
1.18.5 Bulgaria 8.3 Bulgaria Thi Romania 7.2 Romania 7.1 
Poland 7.0-7.3 
5.6-7.0 Hungary 6.2 Bulgaria 6.1 
Czecho- 
slovakia 5.7 
Soviet 
Union 5 
4.1-5.5 Сегтап Hungary 5.4-5.7 Soviet 
Dem. Rep. 5.4 German Union 4.2 
Dem. Rep. 5.3 
Czecho- German German 
slovakia 4.9 Dem. Rep. 4.1 Dem. Rep. 5.1 
Soviet 
Union 4.7 
2.6-4.0 Czecho- Bulgaria ЗУ 
slovakia 3.7 Soviet 
Union 3.4 
Hungary 3.2 Hungary 2.6-3.2 
2.5 and Czecho- 
below slovakia 2.0—2.6 
Poland 1.2 Poland 0.9 


Sources: As for table 3.1.1. 


Note: Number of groups and group intervals defined on the basis of Sturgess rule. This states that for a number of observa- 
tions (№) the number of groups (К) is determined by the expression К = 1 + 3:3 log-N, the group interval (Г) being defined as 


х max — x min 
k 


i= 


In the text table above the trend is illustrated by 
ranking countries according to the level of planned 
and actual average annual growth rates over 1976- 
1980 in comparison with actual growth rates in 
1971-1975 and planned growth rates for 1981-1985. 


It is clear from the table that all east European 
countries and the Soviet Union planned lower 
average annual NMP growth rates in 1976-1980 than 
those attained during the former period. Taking into 
account the longer-term decelerating trend of NMP 
growth, such a strategy seems to have been realistic. 
However, the extent of the deceleration was not the 
same in all countries. Indeed, three main types of 
strategy can be distinguished within the region which 


(Footnote 207 continued.) 

standards and strengthened their economic potential. The 
economic and social growth was facilitated by the international 
division of labour, enabling the countries to use their national 
resources most effectively and to provide for proportional 
development of each country of the group. At the same time, the 
overall economic growth was declining during the period under 
consideration”—A. G. Aganbegian, Changes in economic trends in 
the 1970s and some long-term implications: USSR and East 
European Countries, United Nations Economic and Social 
Council, EC.AD. (XVII)/AC.1/R.2, 23 August 1981, Geneva p. 9. 


had different consequences for development in 
1976-1980. 


Romania and Bulgaria, the two countries with the 
highest rates of growth during 1971-1975, planned 
their growth rates for 1976-1980 at similar levels to 
those attained in the earlier period. However, these 
high plan objectives were not achieved in 1976-1980, 
the increments actually registered falling within the 
next lower interval in the table. Four countries 
(Poland, Hungary, Czechoslovakia and the Soviet 
Union) fixed their five-year plan targets for 1976— 
1980 one interval lower than the percentage growth 
rates actually attained in 1971-1975; but the Soviet 
Union was the only country of these where growth 
did not fall into the next lower interval (as in 
Hungary and Czechoslovakia)}—or indeed into the 
next but one lower interval (Poland). The Polish 
performance is a further indicator that the very high 
rates recorded in 1971-1975 were unsustainable. It 
also strongly suggests that the causes of the present 
situation in Poland, which became acute from 1980 
onwards, had its roots in the development strategy 
followed over the whole 1971-1980 decade. The third 
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strategic option—quite unique in the region—was 
chosen by the German Democratic Republic; из 
overall five-year plan objectives for 1976-1980 
maintained the same growth rate levels as actual 
performance in 1971-1975, and it succeeded in 
achieving growth performance within that interval: 
even so, growth was noticeably lower than planned 
(4.1 compared with 5.3 per cent annually). This 
relative stability can be at least partly explained by 
the fact that during the 1971-1975 period, the 
German Democratic Republic recorded the lowest 
NMP growth rate in the region (5.4 per cent 
compared with a 6.7 per cent annual average for the 
whole region). The strategy of stable long-term 
growth appears to have been a sound axis of 
development of the country over the 1966-1980 
period taken as a whole. 


The overall decelerating trend of growth rates in 
most countries has been usually linked to specific 
- difficulties and shortcomings. Published comment 
and analysis within the countries of the causes 
involved have listed several of them in detail, though 
discussion has tended to take place in qualitative 
rather than quantitative terms. It is thus difficult to 
assess the relative weight of any of them and it is 
therefore necessary to supplement the treatment of 
the issues published by the countries concerned by 
an assessment in more quantitative terms. 


The factors influencing the deceleration of growth 
rates actually can be distinguished at two levels. 
First, standard analysis can be employed to follow 
the trends of the factor inputs and, secondly, to assess 
the efficiency with which they are used. Different 
elements relative to the deceleration of growth rates 
in eastern Europe and the Soviet Union are involved, 
and they may be classified into several groups. 


Probably the most frequently quoted element 
restricting the possibilities for expansion at previous 
historical rates is the availability of labour. This 
constraint does not affect all countries of the region 
equally but when the figures shown in the text table 
below are taken into account, there is no doubt that 
it does play an important role in determining the 
development of those countries. 


Increase in active population 
(In thousands, for five-year period) 


Forecast 


Country 1966-1970 1971-1975 1976-1980 1981-1985 
Bulgaria . p 208 169 77.6 0 
Czechoslovakia 556 402 285 70-80* 
German Democratic 

Republic: = = . 93 107 Qi 150* 
Hungary . 331 105 —79 —100 
Poland 1 654 1 397 —80 —100* 
Romania ws! Se See 191 275 91.3 77.1 
Eastern Europe 3 033 2 455 571.9 
Soviet Union . 10 090 11170 8080 
Byelorussian SSR 402 425 400 
Ukrainian SSR 1 564 1 465 1 400 


———————=—«|=—]:|Ы————ЙЫХФХФШФ 


Sources: As for table 3.1.1. 


_The table clearly shows a continuous slowdown 
since 1966 in the growth of the active population in 
four out of six countries of eastern Europe— 
Bulgaria, Czechoslovakia, Hungary and Poland, as 
well as in the Ukrainian SSR. During the 1976-1980 
period the same situation developed ш the 
Byelorussian SSR as well as in the Soviet Union as a 
whole. The only two countries where the years 
1976-1980 saw definite growth in the increment of 
active population were Romania and the German 
Democratic Republic, but their weight in the total is 
too low to change the picture for the region. The 
absolute increment in active population in eastern 
Europe was some 572,000 people in 1976-1980, or 
less than one quarter (23.3 per cent) of that in 1971- 
1975; in the Soviet Union the increment amounted to 
roughly 8.1 million (some 27.7 per cent less than in 
1971-1975). The effects of the slowdown in 
increment in the active population were, moreover, 
accentuated by the fact that during the period under 
review employment in the material sphere rose 
considerably more slowly than employment in the 
economy as a whole, due to a relative shift of 
employment into the non-material sphere in all 
countries of the region but Romania (see following 
text table). 


Employment in the material and non-material spheres 
(Average annual percentage change) 


1971-1975 1976-1980 1981-1985 
Non- Non- Non- 
Material material Material material Material material 


Country 

Bulgatiayer - 102.45 00 20 -08 
Czechoslovakia . . . 0.3 1.4 0:4 33s, 
German Democratic 

Republics он IED) 0.4 1.8 a: 
Ноправи | oes, a 500 Ay SUS 22—00 
Poland). а 3.6 (0 92:3} 
Romania “22 и 4046 2.6 В 9 
Зое Union” »-. = 57155 Bal ORS) 


Sources: As for table 3.1.1. 


A second major cause of decelerating NMP growth 
rates in the region is the ever scarcer and increasingly 
costly supply of material inputs. However, the 
positions of eastern Europe and the Soviet Union in 
this respect differ markedly from each other. The 
Soviet Union has a vast natural potential in most, if 
not all the resources necessary for the continuous 
production of energy, fuel and raw materials. 
Nevertherless, the above general statement remains 
true, since the enlargement of energy and raw 
materials, and in particular the replacement of 
worked-out resources, in many cases implies huge 
investments in regions east of the Urals; additions to 
direct investments in developing these supplies, 
additional massive investments in transport links 
between those regions and the main consumer 
centres, located mainly in the European part of 
the country, and in on-the-spot infrastructural 
development, are necessary. Their location in climat- 
ically severe parts of the country, moreover, adds to 
the increasing cost of investment per unit of output; 
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Energy, fuels and raw materials branches labour productivity in state and co-operative industry 
(Average annual percentage change) 
ББ Е В РЕ eee ae 


Non-ferrous 


Ferrous metallurgy 7 5 arr eos | 
Е (industry ore including ore 

Industry total aber peer Fuel industry extraction) extraction) asi ns 
= = = - - = 971- 1976- 1971- 1976- 1976- 
ито ты. ПИТ ИБ СИИ Ч ОИ В 

ро ое Е Е Е SS SS SSS eee eS 
i = 3.6 6.6 

Bulgaria . : 6.8 52 0.2 1.5 ЦИ 41 8.0 3.5 

Czechoslovakia . 6.0 4.1 3.9 2:2 3.4 1.8 5.1 2.4 4.1 1.9 5.8 
Hungary... . 6.2 4.6 6.3 6.3 7.2 3.9 4.6 1.6 5.9 3.9 9.9 
German Dem. Rep. 5.4 4.5 Ae: 2.6 3:9 3:1 2:9 sh. но By 55 
Poland. 7.6 4.3 5.4 4.6 5.1 0.5 6.2 2.4 9.7 2-2 9.4 
Romania . 6.3 6.8 8.3 Sal" 4.2 1.4% 8.2 8.8“ 5.9 3.8 1 
Soviet Union 6.0 31 5.9 2.6 2 1.4 4.9 0.8 6.3 


ES 


Source: Calculated on the basis of the CMEA Statistical Yearbook 1981, pp. 125, 135-136. 
Note: Due to differences in definitions and coverage, figures differ from some national ones. 


71976-1979. 


these factors also tend to affect labour productivity 
adversely, as indicated in the text table above. 


The first two columns show that labour produc- 
tivity growth in industry during 1976-1980 
decelerated in all countries of the region except 
Romania—noticeably in most countries and substan- 
tially in some of them. The next four pairs of 
columns apparently confirm that the growing cost, 
and perhaps the scarcity, of energy, fuels and raw 
materials is, in fact caused mainly by decelerating 
growth rates of industrial labour productivity. Except 
for electricity and thermal energy generation, where 
the rates of growth in eastern Europe were more or 
less comparable with those attained in the former 
quinquennium, in all other branches providing 
material inputs shown in the table—the fuel 
industry, ferrous and non-ferrous metallurgy— 
labour productivity rates of growth substantially 
declined, in many cases to levels lower than half 
those recorded in the 1971-1975 period. Decreases in 
labour productivity, however, were most pronounced 
in the Soviet Union, in which average annual growth 
rates of labour productivity between 1976-1980 as 
against 1971-1975 fell from 5.9 per cent to 2.6 per 
cent for electricity and thermal power generation, 
from 7.2 to 1.4 per cent for the fuel industry and 
from 4.9 to 0.8 per cent only for ferrous metallurgy 
(including ore extraction). If the fact that Soviet deli- 
veries make up the bulk of the fuel and metal-ores 
supplies for several east European countries is taken 
into account, it becomes quite obvious that the 
increasing cost, extraction difficulty and consequent 
scarcity of material inputs must have contributed to 
the deceleration of growth rates throughout the 
region. 


However, it is necessary to point out that declining 
labour productivity in the branches mentioned 
cannot be explained by decreasing capital intensity. 
The last column shows that overall industrial capital 
intensity—which includes in any case the element of 
technical progress—in the same period rose consid- 
erably, and in branches for which figures are not 
available or not presented, the rise was even higher. 
Nor is there any reason to think that the quality of 
management in these branches concerned is lower 


than average for the economy as a whole. Clearly, 
poorer quality and less accessible deposits are a 
major cause of decreasing growth rates in those 
branches producing the main material inputs. The 
fact that employment itself meanwhile remained 
roughly the same or even decreased, implies that 
quantities produced of total material inputs 
mentioned, lagged behind the needs of industry and 
other branches, thus constraining the expansion of 
the economy as a whole of all east European 
countries and the Soviet Union. 


The third main factor input—investmeni—has also 
played a constraining role in economic growth: 
viewed in relation to NMP produced, the net capital 
formation ratio in all countries was high by interna- 
tional standards in 1971-1975 (32.5 per cent in 
Bulgaria, 29.2 per cent in Czechoslovakia, 22.3 per 
cent in the German Democratic Republic, 27.7 per 
cent in Hungary, 34.1 per cent in Poland, and 26.6 
per cent in the Soviet Union). During the 1976-1980 
period, as mentioned already, net capital formation 
recorded average annual rates of growth significantly 
lower than for national income. To overcome this 
constraint, nearly all countries of the region enlarged 
their investment potential by net borrowing from 
abroad—as the $43 billion increase over the period 
in their foreign debt shows. 


Since the availability and cost of all the principal 
factor inputs (labour supplies, material inputs and 
investment potentials) gave rise to more or less 
constraining effects, the development of the east 
European countries and the Soviet Union during the 
1976-1980 period depended crucially оп the 
efficiency with which they were used. °° Many objec- 
tives, the attainment of which would depend on 


* Such an evaluation is in particular true for the most 
developed and import dependent east European countries, e.g. 
Czechoslovakia, in which it was stated: “The economic policy of 
the Communist Party of Czechoslovakia in the 1970s put prime 
emphasis on issues of efficiency and the intensification of 
production and, in the sixth five-year plan, essentially presented 
them as the only possible way of overcoming the difficulties en- 
countered in providing for further economic growth and improve- 
ment of the standard of living”. “Czechoslovakia’s Economic 
Development in the Sixth Five-Year Plan Period 1976-1980”, (in 
English), Czechoslovak Foreign Trade, Prague, 1981, No. 7, p. 8. 
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Changes in net material product (NMP) and labour productivity (LP) 
(Average annua! percentage change) 


Th ld UM SS EE OO ST en 


Five-year plan 
1976-1980 


Net material product 


Labour productivi 
1976-1980 5 2 


1976-1980 


Actual Actual 


NMP FYP~  РУР_ 

(1) О “oy aes о 5) исх ees 
Til Oh, le en Ч 7.7 1.00 7.7 6.1 0.79 
Czechoslovakia. . . . . .... 4.9 4.5 0.92 4.9 37 0.76 ie a res 
German Dem. Rep. о 4.4 0.89 55 4.1 0.82 4.4 3.6 0.82 
Hungary . ГОТ 5 100 5405.7 32 0.58 5457 371 0.67 
Poland . 7013 59-61-7084 70273 99 12 0.171959 =6 4 wey 0.28 
Romania . 10-11 94-104 094 10-1 72 0.691994 =10:4° HG 6 0.67 
Soviet Union #17 3.51 025 41° 42 0.89 3556 es 0.91 


Sr В ee | о ВИ ЕВА 


Seurces: Аз for table 3.1.1. 9 Ме! material product distributed. 


higher efficiency, therefore, were explicitly 
mentioned as such in the five-year plans for 1976- 
1980. In many cases, only qualitative statements were 
made, but in a good many others quantitative 
efficiency or economy targets were laid down. Where 
such targets were 1а14 down for the 1976-1980 
period, however, outcomes were noticeably, and in 
some cases substantially, lower than planned. This in 
itself is a further illustration of the reasons for short- 
falls in NMP growth compared with plans. 2°° 


Comparisons of average annual growth rates 
planned for NMP and labour productivity over the 
1976-1980 period, given in the table above, confirm 
that Jabour productivity was expected to play a 
decisive role in overall growth in both east European 
countries and in the Soviet Union. In fact, the third 
column of the table apparently confirms that labour 
productivity was expected to contribute some 75 per 
cent of NMP growth in the Soviet Union and 100 per 
cent of growth in Bulgaria and Hungary, its contri- 
bution in other countries being located between these 
extremes. The next three columns of the table 
compare the planned and actual attained growth 
rates of NMP over the five-year period and illustrate 
the degree of NMP plan fulfilment. The sixth column 
shows that the ratio of planned to actual NMP 
percentage growth rates varied from some 89 per 
cent in the Soviet Union, through 82 рег cent in the 
German Democratic Republic, 79 per cent in 
Bulgaria, 76 per cent in Czechoslovakia, to only 69 

er cent in Romania and some 58 per cent in 
а In Poland the ratio was some 17 рег cent 
only. 


The three last columns of the table show the ratio 
between planned and achieved labour productivity 
growth rates. This suggests two important conclu- 


209 An explicit statement of this kind was pronounced at the 
sixteenth Congress of the Communist Party of Czechoslovakia, in 
the report of the Central Committee to the Congress by the 
Secretary General С. Husdk: “One of the main reasons we did not 
attain ail the objectives laid down is the fact that, despite some 

rogress, we did not succeed in enforcing the desired turnabout in 
implementing the long-term strategic line of increasing the 
efficiency of production, in rationalization and the quality of all 
work, in higher effectiveness and realism in capital construction, 
and in application of the results of science and research in 


practice.” Rudé Pravo, 7 April 1981, р. 3. 


sions. First, actual growth rates of labour produc- 
tivity in all countries of eastern Europe and the 
Soviet Union were lower than planned—a shortfall 
of 9 per cent in the Soviet Union was relatively small 
compared with 18 per cent in the German Demo- 
cratic Republic, and as much as 21 per cent in 
Bulgaria, 27 per cent in Czechoslovakia and a 
substantial 33 per cent in Hungary and Romania. In 
Poland, actual growth rates reached only 28 per cent 
of the planned rate. Secondly, and most importantly: 
comparison of the ratios of actual to planned NMP 
growth rates, and actual to planned labour produc- 
tivity growth rates (columns six and nine of the 
preceding text table) clearly shows that the below- 
plan rate of labour productivity increases coincide 
closely with NMP growth rate shortfalls. In fact, in 
two out of the seven countries—Bulgaria and the 
German Democratic Republic—the planned to 
actual growth rate ratio is exactly the same for NMP 
and labour productivity (79 and 82 per cent respec- 
tively). In Czechoslovakia, Romania and the Soviet 
Union, the two rates differ only slightly (76 as against 
73 per cent, 69 as against 67 per cent and 89 as 
against 91 per cent). In Hungary and Poland the 
ratios were noticeably different; in both cases, the 
labour productivity plan fulfilment ratio was higher 
than for NMP, but since these two countries 
recorded the sharpest declines in NMP against plan 
targets, the fact is not significant. Hence, it can be 
concluded that, in general, below-plan growth of 
labour productivity is a reflection of all factors that 
caused the deceleration in overall economic 
development rates in eastern Europe and the Soviet 
Union. 

The figures for material input and investment 
efficiency indicate similar trends. This is particularly 
so as far as capital-output ratios are concerned. 
Although the incremental capital-output ratios 
already had relatively high values during the 1971- 
1975 period, five-year plans for 1976-1980, as can be 
seen from following the text table, implied further 
definite increases in all countries. 

Taking into account that an important part of 
investment was directed to capital intensive 
branches, in particular energy and raw material 
industrial branches, this increase was, at least partly, 
to be expected. During the 1976-1980’ period, 
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Incremental capital output ratio® 
т иАиоААААА А 


Actual 


Five-year plan 
1981-1985 


Five-year plan Actual 


Country 1971-1975 1976-1980 1976-1980 
Вырана ео ра. о 4.5 4.0 5.8 9.4 
Вы ЕО 6.2 6.9 9.8 13.8 * 
German Democratic Republic . . . 5.6 5.8 7.6 le 
Нопрагу а Бла о cree 57 6.0 8.9 10.1 
Poland teem oe. ect is eae fae 37 4.7 4.9 Pa 
Romanias т. See es ees 3.0 ВЫ 4.9 5.7 
Soviet: Union += и. 52 6.3 7.0 8.0 


———аА,=ЗСЛСЛЗЛ———————,=з А —,А,А,А,:—А—АА,А,:, ——,,А,А—«ыАюА————д—дДю—д—б—бдб—дДдДд—8ю—ю—=ю—ю—=-=- 


Sources: Аз for table 3.1.1. 


2 Ratio of gross capital formation to the increase of net material product. 


however, incremental capital-output ratios rose 
noticeably in the Soviet Union and substantially in 
all other countries but Poland. They exceeded 
implied planned levels by 31 per cent in the German 
Democratic Republic, 32 per cent in Romania, 42 
per cent in Czechoslovakia, 45 per cent in Bulgaria 
and even 48 per cent in Hungary. In Poland, the 
incremental capital-output ratio rose only slightly, 
but it is due more to an absolute decrease in invest- 
ments in 1979 and 1980 than to a higher investment 
efficiency. 


To overcome the negative consequences of 
decreasing capital productivity, nearly all countries 
of the region expanded investments over the planned 
levels. As a matter of fact, as can be seen from the 

‘text table below, gross investment ratios throughout 
the region were already quite high during 1971-1975. 
They varied between 30 per cent in the Soviet Union 
and the German Democratic Republic, up to 35.9 
per cent in Hungary and 36.2 per cent in Poland. The 
table indicates that five out of the seven countries for 
1976-1980 planned lower gross investment ratios. 
Some of the planned increments were small 
(Czechoslovakia, the German Democratic Republic 
and Romania), and some of them substantial 
(Bulgaria and Poland). The Soviet Union planned to 
maintain practically the same ratio as in 1971-1975, 
and Hungary a slightly higher one. Only two 
countries limited the growth of gross capital 
formation within the planned levels (Romania and 
the Soviet Union). All other countries of eastern 
Europe in 1976-1980 recorded levels above the plan 
indicators—by a small amount in Hungary, by larger 
margins in Czechoslovakia and the German Demo- 


cratic Republic and there was a large excess in 
comparison with plans in Bulgaria and Poland. Due 
to the already high net capital formation ratios, a 
good deal of additional, above-plan investment was 
financed by net borrowing abroad, while at the same 
time other types of final consumption, in particular 
real wages per employee and real incomes per head, 
increased at rates lower than those envisaged by 
five-year plans (table 3.5.1) in all east European 
countries (except the German Democratic Republic) 
and the Soviet Union. It is clear that decreasing 
capital productivity, together with decelerating NMP 
and labour productivity growth rates, as illustrated in 
chart 3.1.2 on pages 123-125, in 1976-1980 was one 
of the main problems of centrally planned economies 
in relation both to past periods, and also by 
comparison with the planners’ intentions (see text 
table below). 


The findings presented above are in general 
confirmed by statements published in the countries 
under review. In fact, in plan fulfilment reports, in 
the guidelines for the 1981-1985 five-year plans, and 
in introductory comments on the subject as well as in 
different papers on past and future development 
strategies, several reasons are quoted to explain the 
declining growth trends described above. The most 
frequently given reasons are: the relatively high 
levels of economic development already achieved; 
increasingly scarce and costly energy and raw 
materials, an unusual frequency of climatically 
unfavourable conditions for agriculture during the 
last quinquennium; deteriorating terms of foreign 
trade; and shortcomings in management—in parti- 
cular, behavioural inertia based on outdated styles of 


Gross investment ratio? 


Plan Plan 
Country 1971-1975 1976- 1980 1976-1980 1981-1985 

Bulgaria . 35.1 30-32 35.6 34.7 
Czechoslovakia rte ОЗ 31-33 33.7 30.9* 
German Democratic Republic 30.0 29.2 31.0 26.2* 
Hungary . 35.9 36.5 37.3 32.3 
Poland 36.2 31.1=31.3 37.1 а 
Romania. 34.1 33-34 33.5 34.6 
Soviet Union . 29.9 29.5—30.1 29.4 27.0 


——_дд и 


Source: Аз for table 3.4.1. 
Ч Вано of gross fixed capital formation to net material product. 
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Source: National statistics. 
9 Fixed assets per employee. 


Net output per employee. 
© Net output-fixed assets ratio. 


TABLE 3.1.3 


Changes in net material product by kind of activity in the material sphere 
(Average annual percentage change between final years of the period shown and 
final year of the previous five-year period) 


Agriculture 
and forestry 


Country and period Total 


Transport 
and commu- 
Industry Construction nications 


Trade Other 


Bulgaria 

1971-1975. 7.8 

1976-1980. 6.1 
Czechoslovakia 

19711975. 557 

1976-1980. 3:7 
German Democratic Republic 

1971-1975. 5.4 

1976-1980. 4.1 
Hungary 

1971-1975: 6.2 

1976-1980. 3.2 
Poland 

1971-1975 . 9.8 

1976-1980 . 1.2 = 
Romania 

1971-1975. 11.3 

1976-1980. WR 
Soviet Union 

1971-1975. Sal 

1976-1980 . 4.7 


1.6 


—4.9 


1.4 


=0.3 


5.4 
2.2 


ode) 6.5 11.3 15.3 Ze 
6.8 4.5 5.4 22S 12.5 
6.1 ed 6.5 5.3 3.8 
3.6 15 5.2 fie —9.3 
5.8 4.7 5.3 5.8 oe) 
5.0 2:5 В 3.4 5.8 
7.7 6.4 5.5 8.1 

4.0 27 2.0 2.5 

10.8 13.4 12.6 11.1 14.1 
2.6 553 4.1 3.2 17 
13.2 7.6 10 8.2 

8.5 6.4 5.6 Te: 

7.8 6.0 1:2 6.3 

5.0 3.1 3.6 8.9 


Sources: Аз for table 3.1.1. 


management more suited to periods of factor- 
extensive economic development. No detailed 
analysis of the relative importance of these various 
factors is given. At all events, their incidence is likely 
to differ from country to country, and branch to 
branch which during the 1976-1980 period recorded 
rather different rates of growth (table 3.1.3). 

The level of economic development, for instance, 
can’ scarcely explain the overall decelerating 
tendency of NMP and labour productivity growth 
rates. In fact arguments of this kind have been 
denied by economists in the region when economic 


performance of the developed countries were 
discussed in the literature of eastern Europe and the 
Soviet Union. Moreover, levels of economic 
development within the region itself are substantially 
different. The argument of unusually frequent 
unfavourable agricultural years within the 1976-1980 
period is correct (see section 3.2), but as pointed out 
recently in some countries of the region, to the extent 
that unfavourable weather conditions recur on a 
more or less regular basis, they should be taken as a 
normal and even likely condition of growth, and 
overcome by appropriate agro-technical measures 
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and improvements in management. Finally, the 
terms of trade did deteriorate for the bulk of the east 
European countries after the 1973 energy price 
explosion. But they actually improved very substan- 
tially for the Soviet Union. 


All in all, while many factors negatively influenced 
the economic development of the centrally planned 
economies, they are not applicable to the same extent 
to all countries of the region and they cannot explain 
a number of tendencies common to all: Most of the 
countries are, and to an increasing extent, themselves 
criticizing the still widespread factor-extensive 
economic development process, which has certainly 
persisted much longer than consistent with factor 
availabilities. Management has still not fully 
adjusted to a more intensive process of economic 
development, and has continued to give priority to 
various quantitative gross indicators rather than to 
qualitative net indicators. 21° 


Nevertheless, there are signs that these negative 
tendencies can be reversed. An important conclusion 
might be drawn from experience of an earlier period, 
the years from 1966 to 1970, as reflected in the 
preceding text table: with very few exceptions, the 
1966-1970 period can be qualified as the most 
successful period of economic development of all 
east European countries and the Soviet Union in 
terms of the qualitative criteria now increasingly 
used for planning and evaiuation purposes. During 
that period, capital intensity in five out of the seven 
countries grew at low average annual rates, labour 
productivity growth rates were by historical 
tendencies high in four and fairly high in the other 
three countries; capital productivity increased in four 
out of the seven countries, was nearly stable in two 
others and declined in one country only. It seems 
highly likely that evaluations which attribute high 
performance of this kind during the 1966-1970 
period to management changes, in _ political 
documents and economic literature where they are 
referred to as economic reforms, are correct. ?!' If so, 
the insufficient, partial and slow adjustment of 
economic management to the changing domestic and 
international conditions of economic development 
might be responsible to a high degree for some of the 
main shortcomings and current difficulties of some 


210 A definite list of particular shortcomings and difficulties was 
given in the Report of Central Committee of the CPSU to the 
XXVI Congress of the Party, presented by L. I. Brezhnev: “There 
are still bottlenecks and disproportions in the national economy. 
The reasons for this vary. They include the operation of objective 
factors, of circumstances beyond our control. They also include 
shortcomings in planning and management, and they include 
insufficiently exacting attitudes on the part of a number of Party 
bodies and economic managers, breaches of discipline, and 
instances of mismanagement. But probably the most important 
reason is that the force of inertia, conventions and habits from the 
period when the quantitative rather than the qualitative aspect of 
the work loomed the largest, have still not been fully overcome.” 
Documents and Resolutions, the 26th Congress of CPSU (in 
English), Moscow, 1981, pp. 47-48. 


*1! “Experience shows that ample opportunities are hidden in 
possible re-adjustment of the planning and management system. 
This can be exemplified by the Soviet Union in 1965-1970, 
Hungary in the period of economic reform implementation, etc.” 
A. G. Aganbegian, op. cit., p. 9. 
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centrally planned economies of the region. *! This 
judgment does not call into question their overall 
development outcomes, but nevertheless does 
challenge their future economic and social 
development. How is this challenge to be answered 
in five-year plans for the 1981-1985 period? 


(ii) Basic elements of five-year plans 1981-1985 
(by country) 


The analysis of major outcomes of economic 
developments in the 1976-1980 period, although 
concentrating on main issues only, has given plenty 
of evidence of the difference between the countries of 
the region. Indeed; the figures show that develop- 
ments in these countries differ significantly from each 
other—not only as between eastern Europe and the 
Soviet Union (as in the field of foreign trade) but 
also with respect to differences between the east 
European countries themselves (e.g. levels of 
economic development, pace of economic growth, 
structures of NMP and foreign trade, etc.). There are, 
of course, important common characteristics between 
east European countries and the Soviet Union in 
both development policies and in management and 
planning practice, but the evaluation of development 
in each country should take into account all the 
individual features of those countries—size, 
population, natural endowment, position in the inter- 
national division of labour, as well as, increasingly, 
the pace of economic growth, structural changes, 
foreign trade patterns and choice of options. To 
define the main characteristics of development 
strategies of the east European countries and the 
Soviet Union in the 1981-1985 period, therefore, the 
basic elements of the five-year plans of all of them 
need first of all to be presented. To provide a sound 
ground for their comparison, as well as for easier 
identification of their common features, the plans 
will be outlined using a more or less uniform presen- 
tation. 


Bulgaria 


А comprehensive evaluation of Bulgarian 
economic development was given to the Twelfth 
Congress of the Bulgarian Communist Party in the 
spring of 1981. The tone was set by the statement 
that: “The opportunities for extensive development 
have been largely exhausted ... The alternative is 
unmistakable: we must, in the forthcoming period, 
comprehensively adopt as a priority the intensive 
development of our economy and of all other spheres 
of our social life.” ?!* The eighth five-year plan for 


*? An evaluation of that kind was explicitly given in the presen- 
tation of guidelines of the Soviet five-year plan 1981-1985 at the 
XXVI Congress of the CPSU: “The main reason for difficulties 
and shortcomings, for the weak points in the economy is, as was 
noted in the Central Committee Report, that we have not entirely 
done away with the force of inertia and the traditions and habits 
left over from the period when the accent was placed not so much 
on quality as on quantity.” —N. A. Tikhonov, Guidelines for the 
Economic and Social Development of the USSR for 1981-1985 and 
for the period ending in 1990 (in English), Novosti Press Agency 
Publishing House, Moscow, 1981, рр. 13-14. 


*? T. Zhivkov, in the Central Committee report presented to the 
Congress, Rabotnichesko Delo, 14 April 1981, p. 1. 
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1981-1985 aims to achieve this objective by building 
on the substantial increases in the country’s 
economic and scientific potential during 1976-1980. 


Neither the economic report on 1976-1980, nor the 
various plan documents for the period 1981-1986, 
analyze the specific factors influencing past develop- 
ments and objectives laid down for 1981-1985. 
However, in the Guidelines of Economic and Social 
Development a number of common factors 
influencing development can be identified. A major 
feature of the current situation is the decreasing 
growth of the working age population which, 
combined with the relatively high labour partici- 
pation rate already achieved (roughly 49 per cent) 
and the increasing demand for employment in the 
non-material sphere, limits the scope for any major 
increase in employment in the material sphere. A 
second constraint is the scarcity of domestic natural 
resources other than coal and land. A third factor 
influencing development of the economy is import 
dependence on a broad range of raw materials, and 
the high concentration of Bulgarian foreign trade 
with the CMEA countries, the share of which in 1980 
amounted to roughly 73 per cent of the country’s 
trade turnover, with the Soviet Union alone 
accounting for some 53 per cent. 


The main task of the current five-year plan is “to 
pursue the line of the comprehensive satisfaction of 
the people’s steadily growing material, intellectual, 
and social needs on the basis of intensifying the 
national economy, of consistent application of a new 
economic approach and its mechanisms and of 
further perfecting socialist relations in our 
economy”. The Guidelines of the plan have nearly 
the same formulation and present these broad objec- 
tives in seven categories: (1) further development of 
the material-technical basis according to the slogan 
“Everything in the name of man—everything for the 
benefit of man”;,(2) all-round intensification of the 
national economy and, on this basis, a further 
increase in the efficiency and quality of production; 
(3) further technical progress and its rapid imple- 
mentation in all branches; (4) improvement of 
socialist labour organization on the basis of full use 
of material inputs, labour and capital; (5) the 
training of managers and supervisors in accordance 
with the requirements of scientific and technical 
progress and modern management techniques; (6) 
protection of the natural environment; (7) an 
expansion of the country’s participation in socialist 
economic integration, which is viewed as an 
important pre-condition for the intensification of the 
economy. These objectives were incorporated, with 
minor modifications, into the Law on the five-year 
plan. 


The Law stipulates a 3.7 per cent average annual 
growth rate of national income between 1980-1985. 
This rate of growth is considerably lower than the 6.1 

er cent achieved in the previous quinquennium and 
ower than the 4.6-5.4 per cent envisaged by the 
Guidelines. However, when the plan was approved 
in Parliament it was stated that the rate “corresponds 
to the resources available to the country”. The bulk 
of the rise in national income, according to the plan, 
should take place as a result of progress in efficiency, 


the average annual rate of enterprise profits being 
expected to grow by 9.9 per cent, more than 2.6 times 
faster than NMP (3.7 per cent). 


The structural adjustments provided for in the plan 
are headed by further overall industrialization of the 
country; industry is in fact the only sector which will 
increase its share of NMP, with growth specified at a 
5.1 per cent average annual rate. It was stated that 
industry’s share will rise to 52 per cent by the end of 
the plan period compared with 46 per cent in 1980.2" 
Agriculture, which, according to the СМЕЛ Stat- 
istical Yearbook 1981, accounts for a higher share of 
national income than in any other European CMEA 
country (16.7 per cent in 1980), will grow somewhat 
more slowly (3.4 per cent annually) than NMP. 
Transport will increase by an average of 2.8 per cent 
in terms of physical units, which is slightly higher 
than the annual rate planned for construction (2.3 
per cent). No comparable figure was given for trade, 
the third largest sector in NMP after industry and 
agriculture but retail turnover is targeted to rise by 
an average 3.9 per cent annually—somewhat higher 
than national income. 


Within industry, the highest average annual rate of 
growth planned is for the machine-building 
industry—as much as 8.5 per cent annually, closely 
followed by the chemical industry at 7.7 per cent 
annually. Of the other branches, energy and ferrous 
metallurgy are planned to grow faster than aver- 
age—by an annual average rate of 5.4 per cent 
(against 5.1 per cent for industry as a whole). 
Although light industry will grow less than the 
average rate, by 4.6 per cent, the difference is 
noticeably smaller than in previous years. In the 
energy sector, power stations based on coal and 
nuclear energy will develop fastest, nuclear electric 
energy being scheduled to reach some 27 per cent of 
total electricity production by 1985. Within the 
engineering industry, heavy and metal-working 
machines, computers and associated equipment, 
automation equipment, metal-ceramic products, 
communications and medical technology constitute 
the leading sub-branches, with growth of output 
targeted at 10-15 per cent per year. Within 
agriculture, an expected crop production of 3.2 per 
cent, compared with the over-all growth rate of 3.4 
per cent, suggests that arable output will be the main 
growth area. Within transport, sector priority will be 
given to the rail communication network, reserving 
automobile transport developments for regions 
without railway lines and for short hauls. In all cases, 
special attention is paid to achieving economies in 
energy and labour resources. 


Some considerable changes are implied in the 
five-year plan, if the growth rates of gross fixed 
capital formation and national income are compared: 
for the first time, investment is planned to grow at a 


214 Треге is an uncertainty about this objective, however. 
According to the Bulgarian Statistical Yearbook, 1981, (p. 141), the 
share of industry in national income was 57.0 per cent in 1980, 
while according to the CMEA Statistical Yearbook 1981, (p. 44) it 
amounted in the same year to 51.8 per cent. Both figures imply 
Bulgaria had already achieved the share defined by the plan as an 
objective, unless K. Zarev, Deputy Prime Minister, who reported 
the figures quoted in the main text, used a different price basis 
from those applied in the statistical yearbooks referred to above. 
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lower rate (2.7 per cent annually)?'* than NMP (3.7 
per cent). A smaller increment of investment will 
hence be expected to support growth, an outcome 
which will be possible only if projected plans for 
rationalization and efficiency are fulfilled. Out of 37 
billion leva?'® of total gross investments envisaged 
for the five-year period, some 73 per cent are 
expected to be allocated to the material sphere. 
Reflecting the plan’s orientation towards increasing 
efficiency, a further rise will take place in the share of 
investments for modernization, reconstruction 
etc.—to some 70 per cent of all allocations to the 
material sphere—leaving only 30 per cent for the 
construction of new projects. The Law on the five- 
year plan calls upon management and planning 
organisers to concentrate on projects already begun 
and to accelerate the commissioning of new 
capacities with a view to reducing the share of 
unfinished construction compared with total 
investment to some 80 per cent by 1985. The 
investment programme is expected to result in an 
increase of fixed assets to a sum totalling 110 billion 
leva (compared with 77.1 billion in 1980); of which 
fixed assets in the material sphere will amount to 75 
billion leva. 


The determination to shift the economy towards an 
intensive growth path is particularly clear from the 
plan’s labour supply and labour productivity projec- 
tions for 1981-1985. Labour productivity is targeted 
to rise between 1980 and 1985 by “not less than 25 
per cent” (4.6 per cent at an average annual rate), 
“while in strategic areas of production it should 
increase by even higher rates.” This would build up 
to an economy in the demand for labour of some 
800,000 workers by the end of the period. Given that 
labour productivity rose at an annual rate of 6.1 per 
cent between 1975 and 1980, the target seems 
attainable. However, a number of definitional 
obscurities complicate interpretation of Bulgarian 
national income, labour force and labour produc- 
tivity statistics. The increase of a least 25 per cent in 
labour productivity announced for 1980-1985 15 
larger than the 20 per cent rise planned for NMP. 
This indicates an intention to reduce the number 
employed in the material sphere of the economy, 
though the five-year plan Law does not contain any 
specific confirmation on this point. The four 
remaining years of the current five-year plan period 
will show whether rather faster employment in the 
non-material sphere is envisaged, or whether the 
authorities take into account the possibility of a 
higher rate of NMP growth than the target published 


215 Adjusted for price increases in 1980, this indicated a total rise 
eames cent (2.3 per cent annually) between 1976-1980 and 


п the Guidelines for the Development of the National 
Economy in 1981-1985, Rabotnichesko Delo, 16 February 1981, 
p. 2., an amount of gross investment of some 31 billion leva in 
1976-1980 was reported. Since for 1981-1985 period a sum of 37 
billion leva was reported, this would imply an increase over five 
years by 19.4 per cent, some 3.6 per cent on average annual level. 
In the bill of five-year plan no figure for the growth of gross 
investment was reported—that of 14 per cent was given by Mr. K. 
Zarev in the report on five-year plan to the Parliament, Rabotni- 
chesko Delo, 11 December 1981, p. 2. The difference between the 
two is clearly due to the different price basis used in the plan, 
indices being given at constant and absolute figures at current 
prices. 
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in the plan. The Bulgarian five-year plan gives no 
specific figures concerning labour productivity т 
individual sectors. 

With regard to changes in material inputs and in 
particular in their efficiency, the presentation of the 
five-year plan to the Twelfth Congress of the 
Bulgarian Communist Party contained the statement 
that “It would be necessary during the course of the 
eighth five-year plan itself to ensure without delay 
the intensified and comprehensive use of raw 
materials, by applying technological methods which 
result in little waste or no waste at all ... We must 
wage a struggle for efficient use of all energy and raw 
material resources in all places; excessive 
consumption of energy and raw material in 
production must be reduced.” Separate attention 1s 
paid to recycling raw materials, to the point of 
cutting supplies of a number of raw materials to 
enterprises unless they observe the norms laid down 
for their consumption of inputs per unit of output, 
and unless they deliver waste products for recycling 
according to the established norms. It was 
announced at the Congress that “long-term national 
programmes have been worked out for an econo- 
mical use of energy resources, for the application of 
technological methods which guarantee waste-free 
production, and for the utilization of secondary raw- 
materials”. The five-year plan Law fully confirms 
such an approach, including as one of the nine main 
plan targets a requirement “to use labour, raw 
materials, energy and other material resources of the 
country rationally ... to increase science-inten- 
siveness and to reduce the raw material, capital and 
labour intensity of production”. 

As far as scientific and technical progress is 
concerned, the plan lays down three main orienta- 
tions aimed at faster implementation of scientific 
results in the development of the national economy 
in order to accelerate improvement in production 
techniques and the attainment of higher quality. In 
connection with the first objective the plan makes 
provision for more than 950 national level projects, 
of which 315 deal with new and innovative products, 
342 with new technologies (of which 38 with waste- 
free production methods and 238 with automation). 
Secondly,  scientific-technical progress should, 
according to the plan, be implemented in close co- 
operation with the Soviet Union and the CMEA 
countries and should exploit to the full the 
experience of other countries. Third, the investment 
programme summarized earlier will be allocated to 
ensure the provision of complex mechanization and 
automation of production, a reduction of manual 
labour, and of especially onerous and unattractive 
work. 

Very few figures are given with respect to-foreign 
trade though it is expected to be one of the most 
dynamic sectors of the economy; trade turnover is 
planned to rise over the five years by some 40 per 
cent in total—the average annual growth rate of 7.0 
per cent is about twice as high as that planned for 
NMP. The plan stipulates an increase in the share of 
the socialist countries in Bulgaria’s trade turnover— 
to about 80 per cent as against 74.6 per cent in 1980. 
This projected shift is important since it reverses the 
trend over the last two quinquennia, when the share 
of socialist countries fell from 77.8 per cent in 1970 to 
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75.8 per cent in 1975 and 74.6 per cent in 1980. 
Indeed, it indicates a return to the pattern of 
Bulgarian foreign trade before the 19705.27 
However, the pian does explicitly call for “an inten- 
sification of foreign economic relations with 
developed and developing non-socialist countries on 
the basis of equal rights and mutual advantage”. 

A number of uncertainties complicate analysis of 
the allocation of resources for domestic use during the 
current five-year plan period. The fact that the share 
of net capital formation ratio in-distributed NMP will 
rise, while the growth of gross capital formation is 
expected to lag behind produced NMP suggests (in 
the absence of very big changes in depreciation rates) 
that the growth of distributed NMP will, in fact, be 
substantially less than the production aggregate. 1 
At all events, these movements would appear to 
leave ample room for a reallocation of resources to 
the external balance, though this is not explicitly 
provided for in the plan. 

This interpretation receives some support from the 
relatively lower growth rates retained for individual 
consumption categories relative to NMP growth. 
Within the consumption fund, real incomes are 
stated to rise by an average annual rate of 2.8 per 
cent. The same rate is envisaged for the average 
monthly amount, which should rise from 182 leva in 
1980 to 209 leva in 1985. The minimal wage will be 
raised to 120 leva. In line with long term socio- 
economic objectives, the social consumption fund 
will rise faster—by an average annual rate as high as 
3.2 per cent. In particular, transfer payments for 
social security purposes will be augmented and an 
increment of retirement pensions will be introduced. 
The minimum retirement pension by the end of the 
period should reach half the minimum wage (60 
leva). Regional income differences are expected to 
diminish, and the spread of income differentials in 
general will be narrowed throughout the country. 
Rising incomes will be paralleled by improved 
availability of goods, retail trade turnover increasing 
by an annual 3.9 per cent or somewhat faster than 
incomes. The supply of consumer goods will rise by 
6.2 per cent per year, while the provision of services 
is expected to climb even faster—by an average 
annual rate of 8.5 per cent. Growth of living 
standards will also be boosted by the completion of 
some 360,000 dwellings during the plan period; the 
number of dwellings by the end of the period should 
be equivalent ‘to 96 per cent of the number of 
families (compared with 89 per cent in 1980). 

The five-year plan Law mentions very little on 
questions of management and planning, stipulating 
only the “implementation of economic approaches 
and mechanisms in all branches and activities of 
national economy” in relation to the achievement of 
° planned tasks. The implication is that Bulgaria will 
continue to implement changes in the system in line 
with those started in the 1970s. Several indications of 
the main directions of further change emerged at the 
Twelfth Party Congress, in the context of the “new 


217 Socialist countries accounted for 84.7 per cent of Bulgarian 
foreign trade in 1956 and 83.9 per cent in 1960. 

218 Unless the resource shift is to be very large, the 25 per cent 
goal of accumulation in NMP would appear to be at current 
prices—indicating a further rise in investment prices. 


economic mechanism” already introduced. Central 
planning is to concentrate “primarily on determining 
and defining a long-term state economic policy, upon 
achieving a satisfactory magnitude of development, 
upon the attainment of inter-branch balance and 
upon ensuring the conditions necessary for the 
harmonious development of the economy and of the 
entire social organism”. This reorientation of the 
function of the central planning organism is expected 
to improve the efficiency of planning; at enterprise 
level, managerial independence is to be extended 
and the number of enterprise targets set from above 
and the number of performance indicators will be 
reduced, hence leaving more scope for enterprise 
Management to react spontaneously to changing 
conditions. Innovations in planning will include the 
implementation of “simultaneous planning” by 
economic organizations at all levels, designed to 
provide feedback between them and hence facilitate 
the achievement of optimal solutions based on 
iterative procedures. Within’ enterprises, the 
“brigade” system of organization will be reinforced: 
under this system, assignments are handed down by 
enterprise managements in conformity with the plan; 
it is the responsibility of the brigade to accomplish its 
task by making the best use possible of available. 
production capacities, materials and manpower. 
Brigades would in principle operate independently 
on the basis of full cost accounting, though the 
nature of their relation to the enterprises is not yet 
fully clear—at least in industry. At all events, enter- 
prises as now constituted will attempt to fulfil the 
requirements of the plan, but are expected to take 
into account conditions on domestic and foreign 
markets, to ensure optimum resource availability and 
to maximize sales. Proceeds from the latter provide 
resources for the financing of material costs and 
depreciation, the remainder accruing to and consti- 
tuting the income of the enterprise or brigade 
concerned; on this sum are levied taxes and other 
charges, and it is the source from which interest on 
bank credits, loan repayments and _ insurance 
premiums is paid. The residual is then allocated to 
wages and profits, which are thus dependent on 
marketed output of the enterprise (brigade). The 
main criterion for, and source of additional wage 
payments is profit performance. 


The above summary, which is taken more or less 
directly from the Guidelines which accompanied the 
presentation of the plan, suggest that under the new 
mechanism the economy should increasingly operate 
subject to market forces, both domestic and interna- 
tional. А decision to improve the economic 
mechanism along these lines, to be implemented 
from Ist January 1982 was published on 30 
December 1981. Although comprehensive regulation 
of management and planning by this decision repeats 
the principal points of a previous decision imple- 
mented during recent years, a recent evaluation 
describes the new mechanism as “more mature, 
more active and more accomplished and (having) 
some new features too”.*'? Problems of reconciling 
plan objectives with market conditions and criteria 


219 For a detailed presentation of the premises and logic of the 
new Bulgarian economic mechanism made by the Prime Minister, 
Mr. G. Filipov in Rabotnichesko Delo, 15 January, 1982, pp. 2-4. 
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for decision-making when conflicts occur, however, 
still remain to be resolved in practice. It will, 
therefore, not be possible to assess the new economic 
mechanism fully for several years. 


Czechoslovakia 


For the seventh five-year plan of Czechoslovakia, 
covering the period 1981-1985, the economic 
strategy is, as in previous five-year plans, based upon 
increasing the efficiency of productive factors in 
order to achieve a more intensive type of economic 
development. During 1976-1980, the national 
income of Czechoslovakia increased by 20 per cent, 
equivalent to an average annual growth rate of 3.7 
per cent. Important changes took place in the 
structure of output and demand. Trading relations 
with all the main trading areas continued to expand. 

Economic development during the period was 
affected by deteriorating internal and external condi- 
tions, and it proved impossible to achieve the 
planned pace of economic development. The 
planned strategy, to increase efficiency and to base 
domestic growth performance on the full utilization 
of intensive growth factors were only partially imple- 
mented. In particular, the application of scientific- 
technical progress was unsatisfactory. The growth of 
domestic demand was adversely affected by 
deteriorating terms of trade, but restrictions on the 
growth rate of net material product distributed 
succeeded in slowing down the rise in the foreign 
trade deficit. 

The exhaustion of extensive growth factors has 
now reached a point at which the attainment of 
objectives to implement the intensification of the 
economy is a necessary condition for the achie- 
vement of all major growth aggregates. During the 
current quinquennium, the active population of the 
country will rise only marginally—by a maximum of 
70-80,000 72° compared with 285,000 between 1975 
and 1980. Pressure to limit investment also precludes 
a growth path based on extensive developments; 
indeed, for the period 1981-1985 the annual average 
level of investments in volume terms will apparently 
fall somewhat as compared with 1980. Profound 
changes will occur in the availability of material 
inputs. Imported fuels and energy will be constrained 
by balance of trade considerations, and prospects for 
the expansion of domestic supplies of these materials 
are limited in both quantity and quality, as well as by 
the high investment intensity of fuel extraction and 
energy production. There will also be limits on the 
production of metals, and it will be necessary to 
implement consumption savings of 4.5-5.0 per cent 
annually if the planned production targets of user 
branches are to be fulfilled. The combination of a 
likely further deterioration in the terms of trade, the 
effect of policies to restore balance of trade equi- 
librium together with the changed internal condi- 
tions of growth, will complicate considerably the 
development of the country. 

Despite substantially worsened conditions, the 
general line followed in the past is to be continued. 


*° Report of L. Strougal on Main Direction of Economic and 
Social Development of Czechoslovakia in the Period 1981-1985, 
Rudé Ргауо, 8 April 1981. 


Recent economic developments and five-year plans in eastern Europe and the Soviet Union 


“The cardinal aim of the Party’s policy is to maintain 
and improve the quality of the already achieved high 
living standards of the population and of their social 
certainties, in keeping with the results which will be 
attained in the development of the national 
economy.” ”?! 


In sum, the attainment of planned objectives is 
thus to be based on greater intensification of the 
economy, higher efficiency, better quality, effective 
structural changes, faster scientific-technical progress 
and expanded trade relations with other socialist 
countries. 


The process of gradual adaptation of the national 
economy to the new conditions and targets for 
improving internal and external equilibrium necessi- 
tates some slowdown in the planned rate of growth 
of net material product. During the current period, 
the plan envisages an average annual rate of net 
material product produced within the range of 2.0-2.6 
per cent—the lowest rate in the country’s five-year 
plans and also the lowest of the current five-year 
plans of all sociaiist countries apart from Poland. 
The achievement of this aim will still be rather 
difficult and will require substantial increases in the 
growth of efficiency. The restoration of external 
equilibrium will call for a faster growth of net NMP 
produced in relation to NMP distributed. 


Structural change will be subordinated to the 
requirements of the economy as a whole, notably by 
promoting export performance, reducing import 
demand and qualitatively, rather than quantitatively, 
maintaining and improving the standards of living 
already attained. 


At the macro-economic level, the industrial sector 
is expected to continue to set the pace of overall 
growth with an average annual rate of expansion of 
2.7-3.4 per cent (gross output basis). Agricultural 
output is scheduled to rise somewhat more slowly— 
by 1.4-1.9 per cent annually over the 1980 levels. 
No target is given for the construction industry, but 
the zero growth plan for investment suggests that 
output growth will be limited. 


Within industry, priority for expansion will be 
given to those industrial branches contributing to 
positive qualitative changes in the economy, notably 
those which promote export expansion or which are 
based on domestic raw materials. A _ partial 
retrenchment will take place in branches which are 
highly energy-material or import-intensive. Engin- 
eering will occupy the key position in industrial 
expansion, with a 5.1-5.9 per cent annual average 
growth rate (electrical engineering output will rise by 
6.3-7.3 per cent). The next highest growth rate is 
scheduled for wood-processing (4.14.6 per cent 
annually). Light industry output is expected to rise 
Бу 2.3-2.8 per cent per year, and the chemical 
industry by 1.4 per cent annually. 


The overall long term objective for agriculture is to 
bring about a permanent increase in the degree of 
self-sufficiency ш food supplies. In order to remove 
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imbalances between crop and livestock output, which 
has given rise to imports of fodder, it is envisaged 
that output of livestock products will be developed at 
rates determined by the availability. of fodder. 


The dynamism of investment decreased gradually 
at the end of the 1970s. Nevertheless, expansion 
during the period 1976-1980 was rather high and the 
gross investment ratio rose in comparison with 
1971-1975 to 33.7 per cent (adjusted for price 
changes). For the period 1981-1985 the average 
annual volume of investment is expected to total 
135-150 billion crowns”? (compared with an average 
of 143.2 billion crowns during 1976-1980 and 150.2 
billion crowns in 1980). In general, priority in 
allocating new investmenit will be given to the energy 
sector, to the export industries and to the modern- 
ization and reconstruction of the existing stock of 
fixed assets in order to reduce labour and material 
inputs. In the non-productive sphere, new investment 
will be concentrated on complex housing 
construction and on a number of priority infra-struc- 
tural projects. 


Labour supplies in the period 1981-1985 will be 
less abundant, due to slower population growth in 
the 1960s. As a result, the total increase in 
employment over the period 1981-1985, about 1 per 
cent, will be much less than the 3.8 per cent recorded 
in the preceding five-year period. For this reason, the 
share of NMP growth to be accounted for by labour 
productivity improvements has been set at 90-95 per 
cent—slightly higher than the result actually 
achieved in 1976-1980. 


Structural changes in employment will follow 
previous trends. Employment in the primary sector 
will continue to diminish, though relatively slowly. 
Employment in manufacturing will remain stable 
and the increase in the labour force will be 
channelled to different branches of the services 
sector, especially trade, education, medical care and 
science. 


The emphasis laid on the dependence of economic 
development targets on substantial economies of 
material inputs in comparison with previous years has 
already been noted. Better utilization of fuel, energy 
and other materials and the structural change 
oriented towards less energy and material-intensive 
branches should, if achieved, ensure that the growth 
of NMP product will outstrip the growth of gross 
social product. The urgency of this question is 
highlighted by the projected lowering of the various 
consumption norms for fuel, energy and other raw 
materials, by a more intensive search for domesti- 
cally produced import substitutes, and by improved 
use of recycled waste products. Special attention will 
be devoted to more economical use of crude oil and 
natural gas, expected to result in annual average 
savings of 2 per cent in fuel and energy over the 
years 1981-1985. For metals, annual savings of 4.5—5 

er cent are expected in manufacturing industry. 
State target programmes for rationalizing the 
consumption of primary material resources are to be 
worked out in detail and comprehensively applied. 
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Consistent application of the results of scientific 
and technical progress is considered a basic factor in 
increasing the overall efficiency of the national 
economy. At every level of management, the 
technical development plan is to be organically 
linked with other parts of the economic plans. 
Research and development work and its application 
in production is to be directed towards the intro- 
duction of new products and technologies leading to 
better use and more sizable savings in fuel and 
energy, metals, and to improving the quality of 
industrial processing. In particular, the accelerated 
development of electronics and microelectronics, 
waste recycling, improvements in performance and 
service life of machinery and equipment, a speeding 
up of the innovation process, wider application of 
mechanized and automated production methods 
(including industrial robots), the development of 
efficient large-scale production technologies, impro- 
vements in livestock breeding and the application of 
biological and chemical techniques to crop and 
livestock production, the rationalization of forestry 
and water conservancy work, the improvement of 
environmental protection efforts are the main 
priority areas. The programme will be headed by 18 
basic research target projects laid down by the 
Academy of Sciences of Czechoslovakia for the 
period 1981-1985. 


The expansion of the Czechoslovak economy and 
the increase of its efficiency depend to a great extent 
on an active foreign trade policy and on the 
expansion of trading links, especially with the 
socialist countries. Foreign trade turnover is expected 
to grow faster (by 6.2-7.0 per cent) than NMP 
(2.0-2.6 per cent). The restoration of trade equi- 
librium will call for a faster growth of exports than of 
imports, especially with the non-socialist countries, a 
task which ranks amongst the most demanding tasks 
of the five-year plan. With regard to Czechoslovakian 
exports, faster response to the situation prevailing on 
world markets, improvement of the export structure, 
and of the technical standard and quality of exported 
goods are stated to be necessary. Export structures 
need to be improved, notably by increasing the 
output of products with a high value added. 


To accomplish these tasks, the continued 
promotion of industrial, scientific and technical co- 
operation is seen as necessary, together with a 
strengthening of the long-term character of these 
arrangements. Imports should be oriented towards 
essential raw and other materials, and towards 
machinery of the highest technical standards which 
can be used to achieve a rapid offset to the foreign 
currency costs of their acquisition. Stricter currency 
regulations governing imports will be introduced to 
ensure compliance with these objectives. 


With regard to domestic resource allocation, policy 
objectives to restore external equilibrium call for 
faster growth of NMP produced compared with the 
growth of resources for domestic use. Though no 
precise figures are given, it is stated that the share of 
net investment will fall and that of consumption will 
rise relative to NMP distributed. For consumption, 
the formulation of the basic aim of economic policy 
in the 1981-1985 period stresses the further impro- 
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vement of living standards. Nevertheless, the 
increase in final consumption is likely to be very 
small, and the stress is laid rather on the qualitative 
aspects of living standards. The incentive role of 
wages and salaries is to be strengthened, by linking 
payments more closely with the results achieved. 
This strategy will depend for its success on improving 
the supply of consumer goods—particularly the 
supply of high quality, technically advanced indus- 
trial goods of which special mention is made in the 
plan. In the field of social consumption, the policy 
objective is to maintain the existing range of free 
health, social education, cultural and other services— 
though allocations for these purposes will rise more 
slowly than in previous years. Housing conditions are 
to be improved by construction of 480-550,000 new 
flats. 

The implementation of the main objective of the 
five-year plan is closely connected with improve- 
ments in the system of planning and management. 
From 1981, a new system of management has been 
introduced in Czechoslovakia—the “Measures for 
Improving the System of Planned Management of 
the National Economy after the Year 1980”. The 
changes are comprehensive in character and include 
modification to the system of economic planning, 
broader implementation of —cost-accounting 
principles, improvements in the economic basis of 
decision-making and increased emphasis on quali- 
tative indicators of enterprise performance. Further 
amelioration of the planning system is foreseen in 
the direction of creating a linked complex of long- 
term, medium-term and short-term plans, increasing 
the role of qualitative and performance indicators 
and the incorporation within the existing executive 
planning organisms of the various state target- 
oriented programmes for promoting the structural 
changes required in the economy. Changes in the 
system of wages, prices, taxes, credits and financing 
are oriented towards promoting efficiency at 
individual worker and enterprise levels, and more 
economical use of productive resources of all kinds. 
Incentives systems will include performance criteria 
based on qualitative indicators. Increases in wages 
are now linked with performance in increasing value 
added and profitability. A gradual reform of 
wholesale prices will be implemented which will 
reflect changes in production costs and in the price of 
imported goods. Two stages in the price reform have 
now been completed: as from 1 January, 1981, 
wholesale prices of fuel, energy and some raw 
materials were increased, and from 1 January, 1982, 
further increases in wholesale prices of fuel, energy, 
raw materials, some industrial products, construction 
works and transportation tariffs were introduced. 
Improvement of the organizational structure and 
standard of managerial work at ministries, 
production-economic units and _ enterprises 15 
envisaged. The production-economic units have been 
created as the basic link in the organizational 
structure of industry, with responsibilities for 
planning and implementing the technical and econ- 
omical development of the corresponding branches. 


German Democratic Republic 


The 1981-1985 five-year plan of the German 
Democratic Republic is based on “stable, continuous 


and dynamic development of the national economy 
in the period 1976-1980” (an average annual rate of 
growth of 4.1 was maintained). Conditions during 
that period were, nevertheless, not easy—due in par- 
ticular to the growing scarcity and rising prices of 
the fuel and raw materials on which the economy 
is highly dependent. The consequent downward 
pressures on growth rates were overcome on the 
production side, where the pace of advance was 
sustained by productivity improvements. The impact 
fell mainly on resources for domestic consumption, 
NMP distributed growing by less than NMP 
produced in volume terms in most years between 
1975 and 1980 as a whole. Despite these efforts, 
sizeable balance of trade deficits due to advance 
movements in the terms of trade were registered in 
all years, the elimination of which is an important 
objective for the current plan period. 


Economic development during 1981-1985, 
therefore, will be influenced by both positive and 
negative growth factors. The capital intensity of 
labour, modern equipment, especially in industry, ””? 
large financial allocations for research and 
development (about 4 per cent of the national 
income in 1976-1980), as well as the existing skilled 
labdur force will be important elements in the task of 
increasing the efficiency of the production process. 
On the other hand, possibilities for expanding the 
use of raw material and energy inputs are either 
physically very limited or very costly. The achieve- 
ment of planned objectives at a time when the 
growth of the available labour force is decelerating 
will require a great effort. Following a similar 
strategy to that pursued in 1976-1980, the central 
management objective of the plan will be to ensure 
higher efficiency in the use of labour and fixed assets 
during the current five-year period, since investment 
expenditures are expected to flatten out. 


The plan thus stresses improvements in resource 
utilisation as a precondition of stable and buoyant 
economic growth.** The long-term strategic orien- 


‚ tation of increasing material and cultural welfare has 


been confirmed. Increasingly successful intensifi- 
cation of the economic process, based on scientific- 
technical progress, will be the main engine of growth. 
A principal objective will be to improve the foreign 
trade balance; exports expansion is specifically 
singled out for priority attention, and the importance 
of measures to restrict material input suggests some 
slowdown in the pace of imports. 


_ During 1976-1980, progress was made in the 
industrial sector in reducing inputs per unit of 
output—though they rose per unit of output for the 
economy as a whole. The assumption underlying the 
overall growth targets of the plan is that resource 
saving can be extended throughout the economy. On 
this basis, the net material product produced is 
planned to increase by an average 5.1 per cent 
annually during 1981-1985. Although not the highest 
NMP target in the region, it is the only one which has 


* Almost 40 per cent of the present stock of equipment, in 
terms of value, is no more than five years old. Report by W. Stoph 
on the five-year plan directive on the Tenth Congress of SUP. 
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been set to exceed the previous plan period. 
Continuing past trends, the growth of NMP 
distributed will have to grow somewhat more slowly 
than NMP produced if the desired improvements in 
the foreign trade balances are to be achieved. 


_ The target figures on a sectoral basis do not 
indicate that any significant changes will take place 
in the structural pattern of output. Industry will 
increase its share in NMP (according to national 
Statistics 61.9 per cent in 1980) with a planned 
growth, at 5.5 per cent annually, faster than all other 
sectors. Within industry, above average growth rates 
are planned for engineering—some 7 per cent 
annually on average; since it is already the main 
exporting branch further concentration of 
production for sale abroad is stressed. It is also the 
branch upon which intensification plans, notably 
those conditional on improvements in the quality of 
fixed assets, depend most heavily.*** All other 
branches of industry are expected to concentrate on 
improving the quality rather than raising the 
quantity of production, and to reduce input per unit 
of output. 


No figures for the planned growth of agriculture 
have been published. The plan gives a 5—6 per cent 
growth target (in physical terms) for crop production 
over the whole period (about 1 per cent annually). 
This, together with the envisaged target for state 
procurement of livestock products in 1985, leads to 
the conclusion that the 1.1 per cent annual average 
growth rate achieved in 1976-1980 is planned to 
remain unchanged. The main objectives are 
apparently to reduce the gap between crop and 
animal production, to overcome stagnating and even, 
in some cases, decreasing yields per hectare in grain 
output, potatoes and sugar beet, and to restore and 
improve soil fertility. In livestock production stress is 
laid on the efficient use of domestic fodder resources 
in order to reduce feed grain imports and to increase 
the efficiency of livestock production. 


Construction is expected to increase moderately—at 
a 3.4 per cent annual average rate, which is similar to 
the performance in 1976-1980. A slightly increasing 
share in total construction output can be expected in 
the sub-branch responsible for housing construction. 
One strongly emphasized aspect of intensification— 
shifts within investment activities towards machinery 
and equipment rather than construction activity—is 
very apparent for this branch. 


No target figures are given for the output of 
transport. Further structural changes will take place 
in favour of railway and inland waterways with the 
aim of decreasing this sector’s energy consumption 
by 28 per cent between 1980 and 1985. For this 
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reason, electric locomotives are to replace oil-fired 
engines in railway transport; about 700 kilometres of 
line will be electrified, raising the share of this type of 
traction to around 20 per cent of total rail transport 
output. 


Investment targets reflect the central emphasis 
placed on intensification. Total outlays will amount 
to 256 billion marks during this period. The implied 
annual average of 51.2 billion marks is about the 
same as 1979 and about 1 per cent less than in 1980, 
and represents a sharp decrease in the average 
annual growth rate of gross fixed investment from 5.1 
per cent in 1976-1980 to about 1.1 per cent in 1981- 
1985. The intention is to restrict the number of new 
project starts to the most urgent. The gestation 
period for projects will generally be limited to two 
years. Investment efficiency (expressed in terms of 
the increase in marketed output per unit of 
investment) is expected to rise by about 20 per cent 
compared with 1976-1980. 


The implementation of this ambitious target would 
not only reverse negative tendencies in capital - 
productivity, 22° but would also result in a smaller rise 
in the degree of capital intensity associated with a 
given level of labour productivity. 


This target is essential if the decelerating rise in the 
labour force—which could fall to zero in the second 
half of the 1980s—is to be offset during the current 
plan period. It is not intended to expand 
employment in the material sphere of the economy, 
where employment in any case expanded at less than 
0.5 per cent annually between 1975 and 1980. The 
progressive introduction of industrial robots, 
projected at some 45,000 during the current plan 
period, could save about 112,500 jobs—about 1.7 
per cent of the number employed in the material 
sphere in 1980. This is one component of a total 
planned saving in manpower of very approximately 
240,000 workers in 1981 rising to about 320000 
workers in 1985—equivalent respectively to about 2.9 
and 3.9 per cent of the total labour force in 1980. 227 
Within the material sphere, no shifts in the labour 
force between sectors are envisaged. The agricultural 
labour force has occupied a stable share of total 
employment for several years, and the slowdown 
expected in the pace of the rationalization of agricul- 
tural production, which accelerated in previous 
period, will further limit possible shifts from 
agriculture to other sectors. The entire increment in 
NMP will depend on labour productivity gains, and 
will not be boosted by switches of labour from other 
low to high productivity sectors. 


Ambitious targets are fixed in the five-year plan for 
increasing the efficiency of material inputs. As noted 
earlier, the plan specifies that the national output 
must be achieved with virtually no growth of the 
volume of raw materials and energy. To this end, the 
rate at which economies in inputs per unit of output 
will have to rise will nearly double—from an annual 


26 Capital productivity should be increased by 5.1 per cent 
during 1981-1985. 

227 Secretariat estimates based on planned savings of working 
hours in 1981 of 490 million, increasing to 660 million in 1985; 
utilization of free labour force for other productive purposes and 
improvement of working conditions. 
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average of 3.9 per cent in 1976-1980 to 6.1 per cent 
in 1981-1985. The plan documents stress that savings 
of such dimensions cannot be implemented on the 
basis of the existing range of products, but must be 
accompanied by the introduction of new products 
with better cost-price-weight ratios, and in the case of 
capital goods, with better performance in terms of 
energy and technological effectiveness. Specifically, 
the plan foresees an improvement in the ratio of 
NMP to gross social product of some 15 per cent 
during the five-year period. Specific economy targets 
are also laid down for the period between 1980 and 
1985: for rolled steel, 2.2 million tons; aluminium, 
over 50,999 tons; copper, about 15000 tons and 
cement 1.9 million tons. 


Clearly, the five-year plan is highly dependent, 
perhaps to a greater extent than in previous periods, 
on the rapid and efficient development of science and 
technology for the achievement of these aims. The 
share of expenditures in this area in NMP are 
planned to rise “noticeably”. Research and 
development lead times should, according to the 
plan, be shortened, and the time needed to introduce 
new technology into the production process is to be 
reduced. The main effort will be concentrated on 
micro-electronics, robotics and electronic data 
processing as a management tool. 


Taking into account the high dependency of the 
German Democratic Republic on imported raw 
materials, the absence of oil for fuel and chemical 
industry feedstock and the heavy dependence of 
primary energy supplies on costly brown coal, stable 
and efficient foreign trade relations are of crucial 
importance. No quantified over-all targets for total 
trade turnover or for exports and imports were 
published in the five-year plan document. It seems 
clear, however, that turnover and especially exports 
will have to rise faster than total output and imports 
if raw material supplies are to be assured and exports 
and imports are to be equilibrated. ?** As before, the 
Soviet Union will continue to be the main trading 
partner of the German Democratic Republic, 
occupying a share of nearly 40 per cent of total 
turnover. The value of mutual deliveries will amount 
to about an annual average of $US 18 billion (11.6 
billion transferable roubles or 55 billion marks 
GDR) at 1981 prices during 1981-1985. 2? Increasing 
co-operation in research and production is also 
scheduled. Foreign trade turnover with the total 
CMEA region should rise by an annual average of 
7.5 per cent, and deliveries based on about 500 bi- 
and multi-lateral specialization and co-operation 
agreements will be even faster. Exports to other 
centrally planned economies are expected to increase 
by 50 per cent between 1980 and 1985. Foreign trade 


228 “Solving the tasks in foreign trade during 1981-1985 is one 
of the main questions of the national economy. For that high 
performance in developing production for exports is necessary.” 
Report of W. Stoph: Directive of the Tenth Party Congress of the 
SUP to the five-year plan of the German Democratic Republic 
1981-1985. 

»° The following deliveries (main headings) from the Soviet 
Union to the German Democratic Republic in 1981-1985 have 
been agreed: 95 million tons of oil; 32.5 billion т’ of natural gas; 
16 million tons of rolled steel; 650,000 tons of aluminium; 457,000 
tons of cellulose; 440,000 tons of cotton. 


relations with developing countries will be further 
expanded on the basis of existing long-term agree- 
ments. A slight increase in the share of these 
countries in the total foreign trade turnover of the 
German Democratic Republic can be expected. 
Concerning relations with developed non-socialist 
countries, the principle of equality and mutual 
advantage and the promotion of transactions based 
on long-term agreements has been stressed. 


Judging from the restrictive investment policy, and 
the above-mentioned measures to raise the efficiency 
of factor inputs, changes in the allocation of national 
income appear to be called for. The share of accumu- 
lation is envisaged to fall from 21-23 per cent in 
1976-1980 to around 20 per cent in the current five- 
year plan. An average increase in publicly financed 
(social) consumption of some 4.7 per cent annually 
between 1980 and 1985, together with an average 
annual 3.7 per cent increase.in net money incomes 
would permit real income per capita to grow by 
about 4 per cent over the plan period. The policy of 
stable prices for basic goods (covering about 80 per 
cent of retail trade), low rents and public service 
tariffs will be pursued, the extra costs being covered 
by further increasing state subsidies. The housing 
programme will be central to social policy: some 
600,000 units will be built in total during 1981-1985, 
about 7 per cent more than in the previous five-year 
period. 


In management and planning, significant steps were 
taken during 1976-1980 to establish large-scale 
industrial and construction combines. Medium-term 
and annual plans now directly link the existing 157 
combines with the rest of the economy by indicators 
which fix the contribution of each combine to 
national resource balances, net material product and 
the budget. Each combine is responsible for a 
relatively closed production cycle within its own 
sub-branch, extending from _ research and 
development activity to foreign trade. Their large 
economic potential and direct access to international 
markets are expected to increase the responsiveness 
of industry to supply and demand pressures, 
allowing more flexible adjustment to market condi- 
tions. Action has been, or will be, taken during the 
current quinquennium to reform industrial prices, 
notably by aligning them with domestic and interna- 
tional resource availabilities—especially with regard 
to raw materials and fuels. 


Beginning in 1981, some adjustments to prices 
have already been made in recent years. Higher 
prices were also introduced for agricultural products, 
with a view to continuing the process of internal 
adjustment of the economic mechanism and 
improving the final position of agricultural 
enterprise. 


Hungary 


The keynote of the plan for 1981-1985 is flexibility, 
thus reflecting the uncertainties regarding the likely 
courses of economic development at home and 
abroad. Thus for this reason the individual plan 
targets are rather less specific than for former years. 
The plan, published at the end of 1980, summarized 
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development achieved in the previous 
quinquennium which contributed to an important 
increase in national wealth. However, changing 
world and domestic economic conditions, necessi- 
tated changes in economic policies, which are 
reflected in reduced growth rate targets for NMP 
produced and an even more marked slowdown in 
allocations for domestic use. In fact, the provisions of 
the plan as adopted specify, so far as can be ascer- 
tained, zero or near zero growth for investment and 
consumption over the curent plan period 1980-1985. 


One of the most important factors influencing 
prowth options for 1981-1985 was, and remains, the 

alance of trade and payments. In this sense the new 
five-year plan is characterized by the preponderant 
role of financial constraints in the short and medium 
term. The sharp rise in import elasticities relative to 
NMP was not paralleled by buoyancy on the export 
side—a development of some importance in an 
economy where trade contributed a relatively high 
share of NMP. A potent element in these develop- 
ments was the adverse development of the terms of 
trade both with other CPEs and also—until 1980— 
with the western economies. Prospects for increasing 
the share of livestock, textiles, steel, medium-quality 
machinery and some other commodities which have 
been or are scheduled to become the most dynamic 
elements in Hungary’s exports, were also subject to 
considerable uncertainty due to world market 
developments. As a first priority the authorities cut 
back overall economic growth in order to reduce 
imports in 1979-1980, which brought about a more 
than proportional drop in the import requirement in 
absolute terms. 


As a result of these restrictive policies the growth 
of overall output between 1975 and 1980 was slower 
than planned. But foreign indebtedness rose by 
much more than originally foreseen. The 17 per cent 
rise in NMP produced between 1976 and 1980 
contrasts with a much more marked.slowdown in 
NMP distributed—to only 10 per cent over the same 
period. Nonetheless, by 1980 the economy was still 
running a 16 billion forint trade deficit. 


The plan divides the 1981-1985 period into two 
parts. During the first sub-period, output growth 
targets are set markedly lower than the previous 
five-year average, while the level of domestic 
demand will apparently be restricted to levels 
approaching more closely those of NMP produced. 


The main objective in the first part of the plan 
period is to encourage exports and import substi- 
tution, which are given priority over fulfilment of 
domestic output growth targets. This strategy 
implicitly accepts some loss of growth as a precon- 
dition for re-establishing economic equilibrium—a 
sharp reversal of traditional planning objectives. 


Thus, а 14-17 per cent cumulative growth target 
was set for NMP produced, though attainment of this 
figure is stated to be dependent on some impro- 
vement in world market conditions by the end of the 
period. On the other hand, the target provided for 
NMP distributed was described as “considerably 
lower”, though no figure was mentioned. Within 
NMP. distributed, consumption and investment 


targets show somewhat different trends. There will 
probably be cuts in absolute investment levels as 
compared with 1980. But a 7-9 per cent increase in 
private consumption is planned between 1980 and 
1985, and public consumption will also grow, though 
at lower rates than previously. 


No major structural change is planned between the 
main branches of national production so far as can 
be seen from the limited data available. In any case, 
the pane investment programme for 1981-1985, 
roughly unchanged in volume terms as compared 
with 1976-1980, restricts possibilities for bringing 
about such a switch. Within industry the plan 
continues to stress a number of programmes which 
have already been accorded priority in past years: 
notably, the development of the aluminium and 
petrochemical branches, computer engineering, 
pharmaceutical, plant protection chemicals, and also 
electronics. 


The five-year plan specified virtually a no-growth 
target for investment for the total period in real 
terms. The total sum of fixed investment in 1981- 
1985 is projected at some 1,020-1,040 billion forints 
at current prices—some 20 per cent higher on 
average than during 1976-1980. A “no-growth” 
outcome would result on the assumption of a 4 per 
cent annual investment goods price rise over 1980- 
1985. This is somewhat higher than during 1975- 
1980, but does not seem excessive given the attention 
now being paid to aligning domestic prices with 
world market levels. The recent distribution pattern 
of investment between the material and non-material 
sphere will be continued. In the non-material sphere, 
in particular, the level of expenditure of housing is to 
be maintained. Investment policy stresses the orien- 
tation towards intensification, and the reconstruction 
and re-equipment of existing enterprises rather than 
the starting of new projects, but gives no details 
about specific programmes. Indeed, it is clear from 
the plan as a whole that по new large-scale 
development is scheduled during the plan period. 
The general orientation is stated to be development 
of export capacities and priority treatment of enter- 
prises producing import substitutes. It is emphasized 
that any investment spending must be in line with 
the financial capacities of the enterprises concerned. 


No indications are given in the plan about the 
expected labour supply. Indeed, since 1978 no plans 
or projections in this area have been published. The 
constant labour shortage has meant that the very 
small rise in total employment since 1970 has been 
accompanied by some small decline in employment 
in the material sphere. Hence the plan calls for better 
utilization of jab Overall growth will be deter- 
mined entirely by the rise in labour productivity. 


The plan also emphasizes the importance of 
reducing material inputs per unit of output. Hence 
up-to-date energy conservation and_ recycling 
methods should be used. “The degree of processing 
of industrial and agricultural materials, whether 
home-produced or imported, should be increased: 
domestic resources of raw materials should be 
exploited reasonably.” Moreover, “development 
characterized by lower material and _ energy 
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consumption per unit of output will enjoy 


priority’ .°** 

Technology policies in the new five-year plan are 
also directed to bringing about economies of fuel and 
other inputs in manufacturing by promoting the 
efficient use of raw materials and energy, and to 
improving the quality of output. The plan empha- 
sizes that “innovation and similar initiative will be 
encouraged and exploited in a more decisive manner 
than hitherto”. 2! While stressing the importance of 
good management in promoting technical progress, 
the plan also underlines the cardinal importance of 
taking into account market conditions when making 
decisions on technological development expenditure. 


A crucial aspect of the plan as a whole is the aim 
to stabilize a more favourable export-imports 
relationship and hence to obtain room for manceuvre 
in the direction of faster growth of foreign trade. The 
traditional trading partners of the CMEA area will 
play an important role in this process, and the plan 
mentions that Hungarian trade with other CMEA 
countries “in the first place will depend on our 
compliance with obligations undertaken in various 
agreements on the basis of reciprocity”.*** The plan 
also seeks to establish direct trading and even 
production relationships between producer enter- 
prises in Hungary and in СМЕА partner countries. 
Trade with developed market economies is expected 
to continue in a mutually advantageous way and is 
seen as an important element in improving economic 
efficiency—presumably through imports — of 
technology. For trade with developing countries the 
plan lays down a general objective that “existing 
economic ties with developing countries must be 
consolidated in accordance with our economic and 
political interests”. 233 


With regard to the allocation of resources for 
domestic use, the efforts being made to redress trade 
balance, will, as noted earlier, probably exclude any 
rise in NMP distributed relative to NMP produced 
throughout 1980-1985. In the first phase of the plan, 
its absolute level may even decrease but could rise 
again towards 1985 at rates sufficient to offset the 
initial drop. This should be borne in mind when 
assessing the consumption increase of 7-9 per cent 
targeted between 1980 and 1985; the share of 
consumption being expected to increase its share of 
NMP distributed to some 81-83 per cent by 1985. 
This indicates that a generally similar pattern may be 
planned for net investment, though cutbacks may be 
sharper and recovery begin rather later than for 
consumption; a 17-19 point share in NMP 
distributed for net fixed capital formation 15 
indicated for 1985—lower than in 1981. Such a 
pattern would, however, require rather steep 
increases in both indicators in the final years of the 
plan and would depend heavily on the attainment of 
foreign trade objectives scheduled for the early years 
of the period. 


23° Law on the Sixth five-year plan of the National Economy, 
paragraph 9. 


23! а, para. 11. 
23? Thid, para. 40. 
233 |4, para. 41. 
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If these targets are realized, per capita real incomes 
could increase by the 6-7 per cent retained in the 
plan, headed by a relatively faster growth of social 
benefits. However, the plan stresses the maintenance 
of real incomes at no more than the level prevailing 
at the beginning of the plan period. During the five- 
year period the transfer payments fund is expected to 
be modified in order to increase the real value of the 
lowest paid recipients of incomes from that source. 
Payment to beneficiaries receiving above-average 
incomes from this source will remain at the present 
level. With regard to housing, some 370-390,000 new 
apartments are to be built out of which 115-120,000 
will be financed from the state budget. 


In keeping with the pragmatic approach adopted 
for the presentation of the principal quantified 
targets of the plan, the main emphasis ш the 
discussion of planning and management is upon 
flexibility in the face of changing conditions: 
“Economic targets in the plans should be defined in 
awareness of the fact that changes in the economy 
are faster and less foreseeable than before.” *** Par- 
ticular features of management policy are “an 
alignment of domestic prices to those prevailing on 
the world market ..., income regulation based on 
uniform principles, increases in wages and salaries 
on the basis of actual performance, their dependence 
on economic results ...”. 23° 


For prices, the plan implies a substantial evolution 
of recent policy and the adjustments will intensify 
competitive pressures on the country’s producers in 
both domestic and foreign markets. The new prices 
will be set principally on the basis of supply and 
demand; a parallel system of state price control will, 
however, be developed to avoid excessive 
inflationary pressure. According to the plan, state 
subsidies to enterprises will, at the same time, be 
eliminated, except in cases where social requirements 
make low prices necessary. Transitional grants to 
enterprises to facilitate their adjustment to the new 
conditions will, however, cease by the end of the plan 
period. A major change in state financing which will 
accompany these new arrangements will be the 
partial elimination of productive enterprises directly 
sponsored by the state; the state budget will hence- 
forth focus on infrastructural projects. There will be 
some further redistribution of responsibilities 
between ministries and enterprises. Henceforth, 
decisions connected with production and the day-to- 
day running of factories will be left with enterprises, 
while ministries will deal less with direct 
management of production but rather ensure 
effective market arrangements. Profitability under 
the plan will now become the decisive factor in credit 
policy. The plan emphasizes that credits will be 
granted in the first place for investment projects 
destined for the following purposes: “profitable ... 
exports, economical and rational substitution of 
imports, reduction of energy consumption”. 25 
Generally, the competitive aspects of the existing 
credit and finance system will be reinforced. 


234 Tbid, para. 54. 


233 Ibid, para. 56. See also В. Crzikés-Nagy, “New producer’s 
prices”, Népszabadsdg, 11 December 1975. 
“Ibid, para. 61. 
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Poland 


While work on a five-year plan to 1985 had also 
begun in Poland in 1979, its assumptions were 
overtaken by the escalating economic and social 
crisis of the country in 1980-1981, and the same fate 
befell an initial three-year recovery plan which was 
under discussion in the winter of 1980. Medium-term 
Strategy at the moment is determined by a 
“Government Programme for Overcoming the Crisis 
and Stabilizing the Economy” adopted by the Sejm 
in July 1981 for implementation over the next three 
to four years, at the core of which is a far-reaching 
reform of the economic management system. 
However, rather than setting precise targets, this 
programme provides only the broadest outlines for 
necessary structural changes. It is therefore not 
ЕЕ to appraise the planned strategy or prospects 

or Poland in a similar manner as has been done for 
the other countries of the region. 


As early as 1979, the Polish press carried state- 
ments by economists that economic developments up 
to 1985 were already determined by external debt 
service and repayment obligations, shortages of 
energy and raw materials and the necessity to 
eliminate balance of trade and domestic macro- 
economic disequilibria. Economic and social disturb- 
ances in 1980 and 1981 have resulted in a deterio- 
ration of the economy at all levels. Development up 
to 1985 will hence be subjected to the same 
constraints as listed above but in a much more acute 
form. 


The main economic trends and events during 
1976-1980 have already been analysed in a previous 
section (section (i): General developments). What 
follows is a short summary of the situation which the 
Polish authorities currently have to face in laying 
down policy orientations for the period up to 1985. 
This provided a point of departure for assessing these 
policies, as they are reflected in the main statement 
on the economy published since the emergency 
measures introduced in December 1981. 


The total (short-, medium- and long-term) foreign 
debt at the end of 1981 amounted to some $30 
billion, of which $25.5 billion was denominated in 
western сигтепсу.?” On the latter part, interest 
payments of $34 billion and repayments of 
principal of close to $7 billion are coming due in 
1982. This sum compares with total export earnings 
in trade with developed and developing market 
economies of $7.5 billion in 1980 and $5.4 billion in 
1981.23 


To illustrate the dimension of the problem, it can 
be noted that in the absence of a re-scheduling or 
other new financing, in order to cover imports from 
the market economies remaining at the 1981 level of 
$5.4 billion and to meet the repayments and interest 
obligation of $10 billion, the level of export earnings 
of western currencies would have to roughly triple in 
1982 as compared with 1981, or would have to 


237 Report of the Main Statistical Office, Trybuna Ludu, 29 
January 1982. The remainder of approximately $4.3 billion is 
denominated in roubles and financed for relatively long periods. 

238 Total exports in the same years amounted to $17.0 and $13.2 
billion respectively. 


achieve a volume of about double of that in the last 
“normal” year (1979). 


The demand for Polish coal in the short term is 
relatively buoyant—particularly in the other 
countries of the region—due to shortfalls in Polish 
deliveries in 1981. The same is true for some other 
products. But the depressed world market in general 
does not appear to offer much prospect of an export 
rise of the same magnitude. Moreover, it is unlikely 
that imports could be held at 1981 levels. One of the 
major reasons for declining growth performance up 
to 1980 was the increasing dependence on imports of 
key industrial raw materials, as well as on investment 
goods purchased in western countries. The demand 
for replacement parts for machinery imported during 
the investment boom in the first half of the 1970s is 
also probably now substantial. If the obvious first 
problem in redressing the balance of payment is the 
re-establishment of past production levels and a shift 
of resources to exports, then it is equally clear that 
this cannot be done without increases in imports. 


To keep these within acceptabie limits, it will, 
moreover, be essential to restrict consumer imports. 
Living standards are thus likely to be squeezed—and 
will need to be squeezed further at home by the 
diversion of domestic resources from consumption to 
exports. The extent to which this can be achieved is 
a matter for debate, given the sensitivity of the issue 
within the country. First indications for 1981 show 
that current consumption has fallen by less than the 
fall in produced NMP; a probable fall in distributed, 
relative to produced, NMP has been achieved by a 
very large (—50 per cent) decline in net investment. It 
is clear that growth prospects cannot be improved 
even in the fairly short term on this basis. 


The first steps in restricting consumption growth 
have now been taken by the authorities. The prices of 
food and of a whole range of other goods have been 
raised, and food rationing was introduced on a 
partial basis in the autumn of 1981. The need to 
protect the least well-off members of the population 
(pensioners and lowest paid workers) has partly 
offset the impact of the price measures. 


Some information on plans for 1982 is available, 
though it is scarce. The main data available are the 
provisional three-variant set of projections for the 
year proposed by the Planning Commission. It 
should be stressed, however, that although these 
projections provided a basis for discussion, they were 
not given the legal status of an official plan. They do, 
however, provide important indicators of the 
expected linkages between major growth aggregates. 
A draft plan for the first quarter of the current year 
was published in January 1982. 


The pessimistic variant of the programme 
projection envisages a coal output.of 155 million 
tons, accompanied by a decline of industrial 
production by some 11 per cent. It also assumes a 
positive balance of trade with developed market 
economies, a fall in NMP produced of some 8 per 
cent and of income distributed by 5.6 per cent with 
respect to 1981 (in real terms). A second, basic 
variant is projected on the assumption of coal output 
amounting to 168 million tons. Industrial output 
would recover to the 1980 level and trade with 
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market economies would, again, be balanced. This 
variant incorporates a decrease of NMP produced of 
3.4 per cent and NMP distributed by 4.5 per cent. 
The optimistic variant is based on the assumption 
that coal output will rise to 175 million tons, and also 
that industrial production would rise by 5 per cent. 
NMP м would expand by 2.2 рег cent, and 
distributed NMP would increase by about 1 per cent. 
It is also assumed that the balance of trade with the 
market economy countries would achieve a small 
surplus. 


Coal output provided the central linkage in all 
three variants of the plan described above because of 
its double significance: as the determinant of the 
domestic energy supply ceiling and as the key export 
item and therefore a main determinant of import 
capacity. All variants assumed that a large part of the 
maturing debt and some interest payments could be 
fefinanced in 1982 as had рее in 1981, and this 
assumption ultimately established the flow of 
imported inputs on which the attainment of 
production objectives hinged. 


Coal output amounted to 163 million tons in 1981, 
but daily output levels increased significantly after 
the reintroduction of the 6-day work week in 
December and slightly exceeded the planned level in 
January. On this score the optimistic variant 
therefore does not seem unrealistic. However, the 
reaction in some western countries to martial law in 
Poland calls into question the realism of the 
assumption regarding refinancing of credits, and 
therefore on the overall import capacity included in 
the plan balances. Indeed, shortages of imported 
supplies appear to have become an increasingly 
binding constraint to industrial capacity utilization in 
the first weeks of 1982. 


Taking into account existing conditions at the 
beginning of 1982, a fulfilment of the optimistic 
variant of the plan seems to be at least a possibility, 
provided that the external conditions improve 
slightly and the measures contained in the 
Government Programme for Overcoming the Crisis 
and Stabilizing the Economy are implemented. The 
Programme principally deals with measures of 
economic reform in order to attain the following 
aims: 


To introduce order and disciplined organization and 
technology in the economy; 


To halt the decline in production, the national 
income, foreign trade turnover, living standards 
and market supplies; 


To achieve a tangible improvement in raw material 
and component supplies; 


To activate mechanisms 
development trends; 


To lessen considerably inflationary pressures, to 
restore the integrity of the currency, and in due 
course to discontinue food rationing; 


To considerably restrain the increment in foreign 
indebtedness. 


In 1982, investment expenditure is to be 
marginally lower than in 1981. The plan indicates a 
slight increase in investment in the “food complex” 


aimed at restoring 
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(agricultural and food processing), energy and 
housing, at the expense of other industrial sectors. 


All variants ‘of the 1982 plan envisage an 
imbalance between disposable income and consumer 
supplies depending on the level of prices. Price rise 
on foodstuffs, heating and electricity were introduced 
at the beginning of February; the expected planned 
deficit of 108 billion zlotys corresponds with the 
optimistic variant of the provisional plan for 1982. 


The implementation of the reform should promote 
an economic policy aimed at creating conditions for 
increasing the effectiveness of the processes of 
management. The reform’s basic task will be imple- 
mented by “socializing planning” —that is, by 
creating conditions for the effective operation of 
independent, self-managing enterprises and by using 
economic policy instruments to ensure that the 
activity of enterprises is co-ordinated with the public 
interest. 


All of these tasks are based on the main following 
conditions: 


The independent, self-governing and self-financing 
enterprises will be the basic economic unit. The 
national economy will operate according to the 
principle of central planning together with the 
application of the market mechanism; 


The Central Planning Commission will be a 
Government staff body and should take no opera- 
tional decisions; 


The banking system will be separated from the 
Finance Ministry; 


The Party will fulfil the functions of strategic- 
conceptual guidance and control in the economic 
sphere. Party bodies will not interfere in everyday 
economic operations; 


Trade unions should protect the rights and also the 
current and long-term interests of the working 
people in the sphere of working and wage condi- 
tions and also of their social and cultural condi- 
tions; 

The principle of self-financing of an enterprise 
should be introduced. This means that it will cover 
its own costs from its own monetary income or 
bank credits. The retail price of basic consumer 
necéssities will continue to be approved and 
maintained by a government commission. Other 
prices, and particularly wholesale prices, will be in 
principle established by producers on the basis of 
production costs and technical and exploitational 
qualities: but it appears that some element of price 
supervision, even at wholesale level, will be 
maintained in the immediate future; 

Self-management within the enterprise will consist in 
the participation by the workers’ collective in 
managing the enterprise; this will include 
decision-making by the workers’ collective on 
questions which are important for the enterprise; 

The Government’s role will be to create favourable 
conditions for an increase in production and 
services and also to ensure an appropriate 
formation of profits. 


“The guidelines for economic reform” supple- 
mented with implementing regulations describe in 
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more detail some principles of activity of enterprises. 
The process of implementation of economic reform 
began on | January 1982. The Law passed by the 
Council of Ministers on 30 November 1981 lays 


de the detailed terms of activity for enterprises in 


In the middle of 1981 new regulations were imple- 
mented in socialized agriculture. Self-financing, 
ре by a radical curtailment of subsidies 
created new conditions in the economic climate of 
agricultural production. Small manufacturing enter- 
prises, mainly co-operative ones, have also been 
working under the new conditions since the middle 
of 1981. A wholesale price reform covering materials, 
raw materials and intermediate goods was intro- 
duced from | January 1982. 


Romania 


A starting point of the five-year plan of Romania 
for 1981-1985 is an evaluation that “during the 
1976-1980 period in Romania profound changes 
took place which transformed it into an industrial- 
agrarian country, in which industry is recording an 
all-round expansion and agriculture is in the overall 
process of modernization”.?*? The strategy of the 
current plan therefore is centred upon the attainment 
of growth based on the “intensive” harnessing of 
productive forces, especially science and technology, 
and improvements in the quality of output. 


This strategy is strongly influenced by the 
diminution of the growth resources on which past 
patterns of extensive growth depended. During 
1981-1985, the active population of the country 15 
expected to grow by some 77,000 workers—consider- 
ably less than in the previous five years. With 
regard to investment resources, the share of net (and 
gross) capital formation in national income has for 
many years been among the highest in the world, 
and a great deal higher than in any other European 
CMEA country (the gross investment ratio averaged 
more than 35 per cent of NMP during 1970-1980) 
and possibilities for further growth are limited. 
Constraints upon the supply of material inputs have 
also tightened. The growth of output in the extractive 
industries has slowed down in recent years—and in 
some cases, notably oil, absolute levels have even 
fallen. Possibilities for making up these shortfalls 
from imports are limited however, in view of the 
likelihood of a further deterioration in the terms of 
trade and the growing claims upon export earnings 
of the servicing debts run up in the past, and the plan 
provides for “the restriction to a minimum of foreign 
credits during the 1981-1985 quinquennium”. 
Hence, the dynamism of overall growth can only be 
sustained by ensuring maximum efficiency of the 
investment process on the one hand and increased 
efficiency of fixed asset use on the other. The plan 
stresses the importance of the latter in relation to 
productive capacity built up on the basis of past, and 
especially foreign credits. 

The growth targets have been set on the 
assumption that these improvements will in fact take 


239 Directions du développement industriel de la Roumanie 1981- 
1985, Commerce Extérieur Roumain, Bucarest, 1981, No. 3. p. 
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place. Growth of NMP is set at an annual average 
rate of 7.1 per cent between 1980 and 1985 (6.1 per 
cent for gross social product). Material costs per unit 
of output are hence expected to decline by just under 
| per cent annually. The rate of overall production 
growth is thus essentially about the same as that 
eventually achieved between 1975 and 1980; long- 
term programmes foresee that, if these growth 
assumptions are fulfilled, the level of economic 
development will approach those of the advanced 
industrialized countries by the end of the decade. 


The main growth emphasis during the current plan 
period is placed on industry, for which a rate of 
advance of some 7.6 per cent in terms of gross output 
is scheduled—well above the 6.1 per cent average for 
the economy as a whole (gross social product). 
Growth is expected to be fastest in the chemical and 
oil processing branch, and above average in the 
metallurgical and food industries. The production of 
certain kinds of advanced machinery and equipment 
(electronically controlled machine tools, precision 
mechanism equipment, optical hydraulics and 
pneumatic equipment, as well as engineering as a 
whole) should grow by 18-20 per cent. In the fuel 
and energy branches, coal production growth is set 
very high, output rising to one and a half times (85.6 
million tons) the 1980 level by the end of the period. 
This would make possible substantial changes in the 
fuel basis of energy production—notably a 27 per 
cent reduction in the share of energy derived from 
oil. The chemicals sector, including crude oil 
processing, will concentrate on various synthetics, 
plastics and resins, and also on chemical fertilizers. 
Much of the feedstock will, however, consist of 
imported crude oil, increasing quantities of which 
have been refined and exported or used as feedstock 
for the domestic industry in recent years. 


A specific feature of Romanian five-year plans has 
been the separation of the five-year plan for _ 
agriculture and the food industry from the overall 
national plan of economic and social development. 
The overall national five-year plan includes only the 
main indicators for these two items. According to the 
“Plan for the Development of Agriculture and Food 
Industry in the 1981-1985 Period”, the average 
annual growth rate of gross agricultural production 
in 1981-1985 compared with 1976-1980 is to be as 
high as 4.5-5.0 per cent. Production of all main 
arable products is however forecast to reach much 
higher rates of growth. This is based on an average 
annual rate of growth of 7.1 per cent for grain, while 
potatoes, sugar beet production, sunflowers, 
soyabeans, beans, flax fibres and vegetables are 
scheduled at rates varying between 12-13 per cent 
annually. All these rates are much higher than for 
the former quinquennium.. Clearly, their successful 
attainment would depend on nearly ideal weather 
conditions in all years of the five-year plan. Despite 
increases in irrigated land, higher chemical fertilizer 
applications and investments totalling 179.3 billion 
lei, the rates quoted are highly ambitious. The figures 
for animal production are more modest, implying an 
average growth of the number of total bovine cattle 
by some 2.3 per cent annually, pigs by 5.5 per cent, 
sheep and goats by 5.8 per cent and poultry total by 
3.8 per cent. However, it is difficult to reconcile these 
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movements with the scheduled average growth rate 
of 9.9 per cent for meat. Nevertheless the high 
growth rates called for, and resources committed to, 
the development of agriculture confirm that its 
crucial role in overall performance during the 1981- 
1985 period is well recognized. **° 


High growth rates are also scheduled for transport 
and communications, as well as for construction 
during the five-year period. 


Investments amounting to 1,200 billion lei, roughly 
30 per cent of national income, are set for 1981-1985. 
Although the investment ratio is set noticeably lower 
than in former quinquennia, the value figure still 
implies an average growth rate of some 5.2 per cent 
over the previous five years. The gross investment 
ratio, which reached about 37 per cent in the period 
1971-1975 and even 41 per cent in the period 1976- 
1980, is scheduled to fall slightly during 1981-1985, 
but it is still a great deal higher than in the other 
CMEA countries. The bulk of gross capital formation 
(53.5 per cent of the total) will be invested in 
industry, followed by agriculture and forestry (12.9 
per cent), transport and communications (9.4 per 
cent) and housing (8.3 per cent). More than 40 per 
cent of investment funds destined for the productive 
sphere will be used in the primary sector. Emphasis 
is laid on the necessity to complete projects already 
begun, by re-equipping existing industry, and 
developing high-growth branches, especially elec- 
tronics and sophisticated processing industries. 


The total labour force, as seen, will remain virtually 
constrained during the period under consideration. 
The number of persons employed in industry, 
however, due mainly to out-migration from 
agriculture, will rise by an annual average of 1.5 per 
cent—though this is less than 60 per cent of the 
increase recorded in the former quinquennium. 
Hence, for industrial output plans to be attained, a 7 

er cent annual rise in labour productivity (calcu- 
ated on a net production basis) will be needed. In 
other words, some 90 per cent of the increment in 
output will depend on labour productivity rises. In 
agriculture, the contribution of productivity will be 
even greater; the farm labour force will fall, and the 
plans for agriculture and the food industry provide 
for a very much higher annual average increase of 
labour productivity than that for net agricultural 
output itself (6.7 per cent as compared with 4.5-5.0 
per cent respectively). To achieve this, during the 
five-year period 1.5 million workers and almost 
300,000 technicians and foremen (together totalling 
more than one sixth of the total labour force) will 
receive further training, while 580,000 graduates 
from technical, vocational and high schools are 
expected to join the industry. 


The proportion of the value of the country’s indus- 
trial output based on indigenous research is to be 
increased from 44 per cent in 1980 to over 90 per 
cent by 1985. Funds for scientific and technological 
research are expected to be 50 per cent higher during 
1981-1985 than in the former quinquennium. 


0 The share of agriculture in total NMP was almost 15 per cent 
in 1980. 
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Special attention in the plan has been paid to 
increasing the efficiency of material inputs. Indicators 
of net and gross sectoral production aggregates 
indicate that the approach to economizing material 
inputs over the whole economy noted earlier will be 
reflected over the whole range of economic activity. 
In the case of industry, the average annual rate of 
growth of net production of 8.8 per cent is to be 
based on an average rate of growth of marketed 
(gross) production of only 7.6 per cent—an implied 
reduction in material costs per unit of output of 1.2 
per cent annually. For agriculture a similar but 
rather bigger contribution is planned: an annual 
average rate of growth of net agricultural production 
of 6.8 per cent is set 2.3 to 2.8 per cent higher than 
that retained for gross agricultural production 
(4.5-5.0 per cent). To make such developments 
possible, important reductions in costs per unit of 
output are envisaged—by 8.2 per cent for national 
level industry, 5.0 per cent for building investment, 
by a full 12.5 per cent for state agricultural units, 11.0 
per cent for mechanization stations in agriculture 
and 5.0 per cent for transport and general use (over 
the whole period or per year). To facilitate this task, 
Romania has introduced a comprehensive set of 
consumption norms for materials and energy per 
unit of output. At the same time it has been stressed 
that although they are significantly lower than actual 
current levels, they are still higher than consumption 
per unit of output in other countries. Requirements 
to expand the recycling of all kinds of waste 
materials have also been introduced. According to 
the plan, the volume of recycled materials in 1981- 
1985 should be 60 per cent higher than in the former 
quinquennium, and total some 126 billion lei in 
value. It is currently expected that, during the plan 
period, up to 50 per cent of the materials needed by 
industry will have to be obtained by recycling. 


Several crucial elements in the plan characterize 
the foreign trade and international economic co- 
operation policy of Romania. Foreign trade is 
expected to rise initially by an annual average 
growth rate of 11.9 per cent—two thirds more rapidly 
than NMP. Exports are targeted to rise faster than 
imports—by an annual average growth rate of 15.7 
per cent. Imports are to be strictly limited in line with 
export earnings and other foreign currency 
operations, with the aim of achieving a positive 
balance of trade. Within the total volume of exports, 
the share of manufactured products is planned to 
increase significantly; by 1985 the share of 
machinery, other manufactures and chemical 
products is expected to be as high as 60 per cent. As 
far as the regional orientation of Romanian trade is 
concerned, an important change in the structure as 
compared with the last 20 years has been: foreseen. 
The text table on page 155 indicates that the share of 
socialist countries in the foreign trade turnover of 
Romania, which has continuously declined durin 
the last four quinquennia, to a low point of some 
per cent in 1980,**' will grow during the present plan 
period to nearly half the total. The share of 
developing countries, which has grown continuously 


_ “Development of the CMEA-Member Countries т 1971-1980 
(in Russian), CMEA Secretariat, Moscow, 1981, p. 141. 
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since 1960, is expected to increase further, though at 
a slower pace. The share of developed market 
countries, which increased up to the mid-1970’s, will, 
under these assumptions, decline to roughly one 
quarter of total turnover. 


Foreign trade of Romania by groups of countries 
(Percentage shares) 


| Average 
Groups of countries 1960 1965 1970 1976-1980 1981-1985 


Socialist countries . . 73.0 65.0 56.0 45.0 48.0 
Developing countries . . 47 6.0 82 220 25.0 
Developed market 

economies 5 PELE APES PEEK 27.0 


Source: Commerce extérieur Roumain, No. 3/1981, p. 4. 


The changes envisaged represent a deliberate and 
major long-term trade policy re-orientation towards 
fuller co-operation with the socialist countries, in 
particular with CMEA countries, in machinery and 
other industrial and agricultural goods equipment. 
Romanian participants at the last CMEA countries 
meeting in Sofia expressed definite dissatisfaction 
with recent trends in trade between Romania and 
other member countries, particularly as far as energy 
and raw materials are concerned. The same view has 
been expressed in several public statements by the 
Romanian leaders. At the same time, it is intended to 
increase the absolute level of trade with the 
developed market countries. 


As mentioned already, the five-year plan provides 
for an important change in the allocation pattern of 
resources for domestic use. After a continuous 
increase from 28.8 per cent of NMP in 1966-1970 to 
34.1 per cent in 1971-1975, and an impressively high 
36.3 per cent in 1976-1980, the share of the accumu- 
lation fund over the current plan period should fall 
to less than 30.0 per cent. The-enlarged share. of 
consumption should provide room for an average 
annual increase in real wages and salaries of 2.9 (4.5 

er cent in nominal terms), while the peasants’ 
income from work done in agricultural production in 
co-operatives and in private farming should grow in 
real terms by an average annual growth rate of 3.4 
per cent. These movements in consumption, together 
with a planned total investment growth rate of 5.2 
per cent annually, are significantly slower than the 
7.1 per cent NMP plan target. This indicates a 
reduction of foreign debt compared with 1980, when 
it was estimated at some $9.4 billion.**? Within 
domestic consumption, standards of living will 
benefit from a planned annual 12 per cent average 
rate of increase for service expenditures, and also by 
a large programme of housing construction. Some 
900,000 state-built apartments are planned 
throughout the period (compared with 755,000 in 
1976-1980) and about 100,000 dwellings are 
expected to be built by private individuals. Funds for 
financing social and cultural activities will move 
similarly, rising by an annual average rate of 3.9 per 


242 Economic Bulletin for Europe, vol. 33 no. 4, p. 554. 


cent. A 46-hour work week is to be introduced during 
1982/83 and it is planned to complete the transition 
to a 44-hour work week in all sectors of the country 
by the end of the five-year plan. 


Changes in management and planning are also 
envisaged. Although not all of them are explained in 
detail, official statements indicate three main direc- 
tions of change. First, internal price levels during the 
present five-year period are to Be more closely linked 
to those prevailing on the world market—an 
evolution seen as necessary both to eliminate 
wasteful use of costly imported inputs and also to 
encourage the more than proportionate planned 
шсгеазе in production for export relative to imports 
and NMP growth. A new commercial exchange rate 
of 15 lei per US dollar was accordingly introduced on 
1 January 1981. Although a limited number of 
special provisions still remain, the implicit intention 
is to attain a unified exchange rate by the end of the 
plan period. Second, changes have been announced 
to expand the influence of market criteria in 
planning, state price formation and in economic 
activity at enterprise level. However, detailed infor- 
mation:on the form these new measures might take is 
at present lacking. Finally, the role of state subsidies 
is to be reduced, and the role of enterprise decision- 
making will be expanded. In particular, all expenses 
will in future have to be covered from the proceeds 
of marketed output, while the tightening up of 
financial constraints will be accompanied by a 
broadening of the responsibilities of enterprises for 
overall management (“self-management” and “self- 
administration”). However, no far-reaching changes 
are expected in the short term; not only does 
centrally-planned economic management Ш 
Romania have deep roots, but the five-year plan 
itself calls for an increasing role of central organs 
both in working out the plan and in promoting 
smooth economic development—stressing tighter 
economic discipline, and also the responsibility of 
these organs for plan fulfilment. 


Soviet Union 


On the basis of the introductory texts of the 
eleventh five-year plan of the Soviet Union, the 
leadership considers that the Soviet economy, basing 
itself on the production level achieved in 1976-1980, 
poised for a breakthrough into a qualitatively 
different, science and technology based development 
path during the plan period 1981-1985. As stated in 
the plan document: “The productive forces of Soviet 
society have attained a qualitatively new level. The 
scientific and technical revolution is developing in 
scope and depth, changing the very appearance of 
many lines of production and whole industries.” **° 


Nevertheless during the critical discussion of achieve- 
ments during 1976-1980, it. was strongly em- 
phasized that despite the huge natural endow- 
ment of the country, development to the end 
of this decade will continue to be influenced by a 


“3 | J, Brezhnev: Report of the Central Committee of the 
CPSU to the 26th Congress of the CPSU: Documents and Resolu- 
tions, Novosti Press Agency, Publishing House, Moscow, 1981, p. 
42. 
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number of complex problems which will place 
certain constraints on performance. In the first 
instance, it has been stated that an unfavourable 
demographic situation will result in somewhat slower 
overall growth than was achieved in the previous 
quinquennium. Moreover, employment in the non- 
material sphere during the 1970s rose more than 
twice as fast as in the material sphere. Similar 
relative movements are expected to persist and it has 
recently been estimated that the rate of increase of 
employment in the latter during 1981-1985, less than 
1 per cent, will be only half the rate achieved in 
1976-1980. An additional manpower constraint 
arises from the territorial distribution of the expected 
increase. In the European part of the Soviet Union, 
virtually no increase in the working age population 
will take place, while in the South Asian Republics 
expected employment surpluses will necessitate 
additional investments to provide new jobs. Demo- 
graphic problems will bear particularly heavily on 
the extractive industries, since the bulk of new 
capacities is to be developed in the regions east of the 
Urals, which involve very large primary outlays on 
construction, and infrastructure projects (notably 
transport). Environment protection expenditures are 
another element limiting the expansion of capacities 
in traditional areas, while also involving extra expen- 
ditures in newly constructed capacity in all regions. 


The strategy of Soviet economies development 
over the current period, although continuing the 
orientation laid down in the tenth five-year plan, 
includes some new emphases. The basic requirement 
is again to bring about essential improvements in the 
efficiency of production as compared with the 
previous five-year plan.*** This will involve 
accelerating the rates of labour productivity growth 
and profitability, compliance with stricter norms of 
material resource consumption in the putting into 
operation of productive capacities; an acceleration in 
the growth rates of industrigl and agricultural 
procuction; reversal of the falling trends in the 
relative increments of production of the most 
important aggregates, which appeared during the 
tenth five-year plan; an increase in the share of 
consumption in national income while providing for 
priority development of consumer durables; and 
faster growth of national income than of investment. 


The five-year plan for 1981-1985 stipulates an 
average annual rate of growth of distributed national 
income of some 3.4 per cent. Industrial production is 
foreseen as growing by 4.7 per cent annually, and 
agricultural output should reach a level, over the 
whole of 1981-1985, some 13 per cent higher than in 
1976-1980. Transport is expected to increase by 3-6 
per cent annually. The target rate for NMP is 
somewhat below the 1976-1980 outcome, but would 
provide for an absolute increase in NMP at constant 
prices of some 78.5 billion roubles between 1980 and 


** “Тре central objective of the eleventh five-year plan is to 
ensure the further growth of well-being of the Soviet people 
through the stable and consistent development of the economy, 
acceleration of scientific and technical progress and of the 
changeover of the economy to intensive development, more 
rational use of the country’s productive potential, the utmost 
economy of all types of resources, and improvement in the quality 
of work.” Op. cit., p. 162. 
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1985 as compared with 74.5 recorded in 1976-1980. 
Similarly, industrial output and average annual 
agricultural output are expected to register absolute 
increases of 160 and 16.4 billion roubles respectively, 
compared with increases between 1975 and 1980 of 
122 and 10.2 billion roubles. In line with the general 
orientation towards more balanced economic 
development during 1981-1985, important structural 
changes in the Soviet economy are scheduled. The 
leading sector of the economy will remain industry, 
with a growth rate some 40 per cent higher than for 
NMP. Within the sector, the growth rate of consumer 
goods output (group В) at an average of 4.8 annually 
is slightly higher than the 4.6 per cent rate retained 
for producer goods (group A). This change is 
evidence of the growing importance attributed to 
more balanced economic development, and to the 
greater stress now being laid on the satisfaction of 
consumer demand. 


Special attention is also to be paid to the fuel and 


energy branches. The highest rate of growth in terms 
of commodities is laid down for the production of 


- gas (from 435 billion in 1980 to 630 billion т’ in 


1985—a 7.7 per cent average annual rate of growth). 
Electricity production will rise at half that rate—by 
3.8 per cent to some 1,555 billion kWh. Lower rates 
of growth are planned for coal production (1.6 per 
cent annually to 775 million tons) and for crude oil 
production—by an average annual rate of 1.1 per 
cent to 630 million tons—some 10 million tons lower 
than the tenth five-year plan target for 1980. Struc- 
tural change within the fuel/energy sectors clearly 
relates in fact to a deliberate shift towards less costly 
energy allocations both as far as investment in the 
extractive branches and also energy input costs are 
concerned. However, in the case of oil, it is likely that 
the low growth rate targets represent also ап 
important ape of the physical and climatic 
constraints on the exploitation of resources in distant 
and climatically difficult areas. 


Output of the engineering and metalworking, 
chemical and oil processing branches are also 
scheduled to grow at higher rates than in industry as 
a whole. The engineering industry’s output, which is 
an essential component of plans to raise the average 
productivity of new technology delivered to the 
economy by 30-50 per cent over the period 
compared with current levels, is to grow by an 
average 7 per cent annually. The output volume of 
the chemical and oil processing branch is forecast to 
increase by an average rate of growth of 5.7 per cent 
annually (plastics, however, will rise by 11.0 per 
cent). Many branches of light industry will also grow 
faster than industry as a whole. 


A very high target is envisaged for gross agricul- 
tural output. As noted earlier, average annual output 
of this sector in 1981-1985 is planned to be 13 per 
cent higher than in the previous quinquennium. This 
compares with a rise of about 9 per cent in 1976— 
1980 over 1971-1975. Grain output is expected to 
reach an average annual level of 239 million tons, 
some 16.5 per cent above the previous five-year 
average. Most of this increment. would: be available 
to underpin a 23 per cent and 10.1 per cent increase 
in meat and milk production, respectively. Some of 
these figures, in particular that for grain output, are 
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very high and have already been the subject of some 
discussion outside the Soviet Union. As in previous 
plans. however the task has very high priority in the 
current five-year programme and is backed by the 
allocation of an impressive volume of productive 
resources. With regard to current inputs, the volume 
of fertilizers to be delivered to agriculture will rise to 
some 115 million tons (40 per cent more than in 
1980). А substantial effort to modernize the 
machinery park will be made. and the area of land 
improved by drainage and irrigation is planned to 
increase by about 5 рег cént over the 1980 level. 
These and other capital projects will be backed by a 
slightly faster increase in investment than the target 
for the economy as a whole. The share of agriculture 
and related supplier and processing industries—the 
“agro-industrial complex”—in total investment will 
reach over 27 per cent for the period as a whole. 


The third sector to which special attention was 
paid in the current five-year plan is transport and 
communications. Improvement of the whole 
transport network is now viewed as an indispensable 
precondition for bringing about the efficiency 
increase called for in the plans for other sectors. For 
agriculture in particular, a large part of the high 
losses registered each year originate from  short- 
comings in transport of goods produced. During the 
plan period the rail network will be expanded by 2.5 
per cent (3,600 kilometers) while improvements 
(second tracks, electrification etc.) will be introduced 
on about 16 per cent of the track existing in 1980. In 
addition, the development of industry east of the 
Urals and in the far north can only be achieved if 
goods can be transported between these areas and 
the more heavily populated areas of the country. 
These improvements, and capital expenditures in 
other transportation sub-sectors are intended to raise 
the volume of traffic by 19.4 per cent for sea 
transport, 33 per cent for automobile, 15.5 per cent 
for passenger transport and 28 per cent in air traffic. 


Important changes over the five-year plan are 
envisaged in the investment sector. For the first time 
in recent Soviet planning practice. the rate of growth 
of national income (18 per cent for the whole period) 
is scheduled to outstrip that of investments (10.4 per 
cent). In the presentation of the final version of the 
plan, in which the total sum of 730 billion roubles 
originally envisaged by the draft guidelines was 
reduced to 700 billion. It has been stated that: “This 
requires an essentially new approach to investment 
allocation and organization of construction. The 
main objective should be to raise the efficiency of 
investments. to better co-ordinate capital 
construction and material and technical resources 
and the potential of construction organizations.” *** 
To make these requirements clear, the plan stipulates 
a higher growth rate for the commissioning of new 
capacities as compared with the growth rate of 
investments. and а reduction of unfinished 
construction to acceptable limits in relation to 
investment by the end of the quinquennium. The 
structure of investment is also to change by reducing 
the share of construction and installation work in the 
total volume of investments from 54 per cent in the 


м. К. Baibakov., in the presentation of the five-year plan for 
1981-1985. Ekonomicheskaya Gazeta, 1981. No. 48, р. 6. 


former plan period to 51 per cent in the current five 
years. At the same time investment for reconstruction 
and technical re-equipment will rise more than twice 
as fastin 1981-1985 as total investment—21.2 against 
10.4 per cent in 1981-1985 taken as a whole over the 
total in 1971-1975: the share of these expenditures in 
investments will rise from 29.2 per cent during 
1976-1980 to 32.5 per cent in 1985. As far as the 
sector and  branch-structure of investment 15 
concerned. the main objective of the plan is to 
eliminate bottlenecks and shortcomings of the 
present structure and to provide for an increasing 
degree of balanced growth of the whole economy. As 
Stated already. such an attitude actually means faster 
growth and a larger share in investment by the indus- 
trial sector (in particular fuel and energy. machine- 
building and chemicals, as well as in the ferrous and 
non-ferrous metallurgy branches). for which an 
average annual rate of growth of 4.2 per cent is 
envisaged. Other priority areas are the agro-indus- 
trial complex. transport and communications. 
Essential improvements are expected ш the 
construction sector, which has been found respon- 
sible for many shortcomings in the investment 
process itself. 


The plan lays special stress on improvements т 
labour productivity—not only because it is a crucial 
component of intensification and the improvement 
of the effectiveness of the national economy. but 
also. given the demographic situation, the country 
can only achieve growth targets by a big acceleration 
in the growth of output per man. The demographic 
factors imply that the bulk of existing enterprises will 
have to reach the planned growth rates without any 
significant increase in personnel—in particular in the 
European part of the country. Thus as much as 90 
per cent of the NMP growth targeted for 1985 will 
need to be provided for by increased labour produc- 
tivity. This would have an effect equivalent to some 
17 million workers. Labour productivity increases are 
scheduled therefore to provide 86 per cent of the 
increment in the volume of output of railway 
transport, 90 per cent in industry and the whole of 
the increment in agriculture and construction output. 
To reach such levels. labour productivity targets 
involve average annual rates of growth during 1981- 
1985 as high as 4.2 per cent for industry, 2.8 per cent 
in construction and 2.0 per cent in railway transport. 

Not since the 1966-1970 period has the actual 
contribution of labour productivity to the NMP 
increase been as large (87 per cent) as planned for 
1981-1985 (90 per cent). Hence the figures quoted 
imply the full implementation of all the various 
measures laid down to achieve these targets— 
particularly since this contribution did decline quite 
sharply in the 1971-1976 and the 1976-1980 periods 
(to 80 and 75 respectively). The achievement of the 
plan targets for labour productivity will thus present 
a challenge to all sectors and branches of Soviet 
economy and is a necessary condition for the 
attainment of plan targets. 


Even so, rising labour productivity is not in itself 
sufficient to ensure the attainment of targets—at 
least, in terms of value added. It must be accom- 
panied by decreasing inputs of energy and raw 
materials per unit of output, and the plan sets explicit 
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objectives for these. According to the final version of 
the plan, economies on the scale shown in the 
following text table are called for: 


Plan 


1976-1980 1981-1985 


Fuel (thousand tons, standard 


Units) eee ane 120 200 
Rolled steel (million tons) 105 

In engineering and metallurgy . Lis 8.5 

О ОНИ Фа в Ба ae bes Dal 
Recycled wood (million пл”) 50.0+ 
Cement (million tons). . . . . ie 7.0 
Total savings in energy and 

raw materials (billion roubles) . 11.4 higher than 


1976-1980 


A comprehensive set of savings objectives in 
volume terms will be called for from all sectors of the 
economy, according to the Decree on the Intensifi- 
cation of Work of Economies and Rational Use of 
Raw Material, Fuel and Energy and Other Material 
Resources. 


To back up both the efforts to ensure high rates of 
growth of labour productivity and to bring about 
more efficient use of energy and raw materials in the 
Soviet Union, the five-year plan presents special 
policies promoting scientific and technical progress. 
During the period more than 2,700 automated 
systems of managing technological processes and 
7,300 computing complexes on the basis of micro- 
processors and mini-computers are to be put into 
operation. The volume of automatic manipulators 
should be eight times higher than ш the former five- 
year period. The increased technical level of 
machine-tools and their incorporation into 
automated lines is expected to raise their produc- 
tivity by 50-60 per cent. Widespread use of energy- 
and raw _ materials-saving technologies and 
equipment is envisaged, as well as those designed to 
reduce labour and investment costs—especially in 
the metal processing industries (spectrographic, laser, 
plasma and other techniques). Through the technical 
equipment and re-equipment of many branches with 
new, high productive technologies, capital intensity in 
industry is expected to rise by 34 per cent, in 
agriculture by 45 per cent and in transport and 
communications exterprises by 25 per cent in 1985 as 
compared with 1980. Technical progress should also 
be helped by a range of targets connected with some 
170 scientific-technical programmes, including 41 
complex target-oriented programmes, laid down by 
the Main Planning Committee, the Main Committee 
on Science and Technology, and by the USSR 
Academy of Sciences. With regard to output quality, 
by the end of July 1981 some 85,000 products in the 
Soviet Union were distinguished by a quality sign, 
three times more than in 1975. Out of total industrial 
Output on the same data, 16 per cent was classed as 
belonging to the highest quality category, compared 
with 5.2 per cent in 1975, while in the machine 
building industry the corresponding share was 38 per 
cent. The five-year plan does not give any over-all 
statement about the share of high quality products in 
1985, but envisages only a higher proportion in some 
industrial branches by that date. 


Very few figures are given for foreign economic 
relations, in either the guidelines or the final version 
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of the five-year plan. No figures were given for either 
export or import growth rates individually. Overall 
turnover, as specified in the presentation of the final 
version of the plan,*° will grow faster, at 4.1 рег 
cent, than the 3.4 per cent national income target 
(annual average rates). If given in value terms, 
however, this rate would indicate a deceleration of 
foreign trade growth, since in the 1976-1980 period it 
rose by some 13.2 per cent annually, or more than 
three and one fifth times higher than projected in the 
current period.**” As far as the regional distribution 
of foreign trade is concerned, according to its presen- 
tation the plan envisages an increase in the share of 
the socialist countries in Soviet trade from some 54 to 
58 per cent—an important shift as compared with the 
last decade during which the share fell from 65.2 per 
cent in 1970, to 56.3 per cent in 1975 and 53.7 in 
1980. 2** No figures for the share of developing and 
developed market economies are given. The long- 
term character of trade relations and in some cases 
long-term co-operation programmes were quoted as 
a basis for providing for stability and steadiness with 
relations for the first group, while for the other once 
again was repeated the readiness of the Soviet Union 
to develop further trade and economic relations with 
all developed market economies on the basis of equal 
rights and mutual advantage. 


№ precise information was given оп the 
commodity structure of foreign trade. However, 
general comments on trade strategy for the current 
period show a clear intention to align Soviet exports 
more closely with the output structure of the 
country—at least in trade with CMEA countries. The 
five-year plan hence calls for continuing progress in 
specilization and co-operation with other CMEA 
countries, and especially with regard to “the imple- 
mentation of the long-term, target oriented co- 
operation programme aimed at resolving major 
problems of the power, fuel, raw materials and 
engineering industries, and also in agriculture. 
transport and consumer goods production, т 
addition to bilateral long-term programmes for 
specialization and co-operation in production”. 
Taking into account the large share of energy and 
fuels in Soviet exports to the other CMEA countries, 
as well as the particular importance of further 
increases in the production of Siberian gas. necessi- 
tates massive investments for production and 
transport, it was explicitly stated at the Twenty-sixth 
Congress of the CPSU that: “We expect other 
interested socialist countries to participate in this 
project and, for that matter, in developing the 
nuclear power industry. This would be of substantial 
importance to our economy”. 


With regard to living standards, the plan provides 
for a rising share of consumption in the allocation of 


“* Report of the President of the State Planning Committee 
(Gosplan), М. Baibakov, to the Supreme Soviet (Parliament) of the 
USSR. Ekonomicheskaya Gazeta, 1981, No. 48. р. 16. 


“ However, if the targets refer to volumes, the 1976-1980 
outcome is only one and two fifths times higher than current 
period projections. 

“^ Figures on the share of CMEA countries in the Soviet Union 
turnover are not given, but the same tendency as for socialist 
countries was recorded during the same period (55.6 per cent in 
1970. 51.8 per cent in 1975 and 48.6 per cent in 1980). 
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resources for domestic use. This continues a trend 
which was strongly marked throughout the 1970s 
when its share in national income rose from 70.5 per 
cent in 1970 to 73.4 in 1975, and to 75.3 in 1980. By 
1980, the share is expected to reach 78.0 per cent. 
The rising consumption fund leaves room to increase 
average monthly earnings from 168.9 roubles in 1980 
to 193 roubles in 1986, an average growth rate of 2.7 
per cent per year. Earnings for kolkhoz workers will 
rise by more than average—by some 3.7 per cent 
annually over the five years, and higher increments 
are also likely for those working in Ural regions, 
Northern and East Kazakhstan, North of Korov and 
Vologod oblast, the Far East and Eastern Siberia. 
Retail trade turnover in the state and co-operative 
networks should rise by some 23 per cent in constant 
prices while provision of services, in volume, will rise 
y 7.6 per cent annually. An important element in 
raising living standards will be the provision of 530 
million п? of housing space during the five years, 
most of which will be allocated to collective farmers 
and workers in the Far East and Siberia. Already 
higher than the 3.4 annual plan growth rate for 
national income, the social consumption fund is 
рас to rise faster—than private consumption—a 
4.2 per cent average annual rate up to 1985. Within 
the social consumption fund, the plan envisages 
improvements in social secuity services for some 4.5 
illion families with children and 14 million retired 
amen and higher education and health expen- 
iture. 


As in previous plans, general statements 
concerning the need to improve the economic 
management system during the plan period were 
made. However, few specific changes were 
announced, and experience from the past suggests 
that no substantial changes are foreseen over the 
next few years. The guidelines were however more 
precise than in previous five-year plans with regard 
to the end results required, and it was specifically 
pointed out that forms of management should follow 
changes in the economic reality. Nevertheless, 
experience since the Decree on Improvement of 
Planning and Strengthening the Influence of the 
Economic Mechanism on the Rise in Efficiency of 
Production and the Quality of Work was approved 
(July 1979) is evidence of the difficulties encountered 
in changing rules and practices which have been in 
force over a long period. The general tone of the plan 
suggested a certain dissatisfaction with both the 
present state of economic management and the scale 
on which the provisions of the 1979 Decree had been 
implemented in practice. Further changes in 
economic management cannot therefore be ruled out 
during the current quinquennium. They may 
however be limited to tightening the provisions of 
the July 1979 Decree and _ ensuring stricter 
compliance with them, rather taking the form of new 
departures. 


While no big adjustments to the management 
system appear to be envisaged, the direction of 
possible change looks much clearer, and some adjust- 
ments appear almost as inevitable. With regard to 
organization, some rationalization of organization 
bodies and perhaps mergers aimed at overcoming 
departmental shortcomings can be expected. The 


Status and areas of competence of these new forms 
are not strictly defined: a flexible and pragmatic 
approach has appeared in recent press discussion on 
the subject, which proposes variously a territorial 
basis for some of the new organs (as in the case of 
some parts of Siberia) and also inter-branch or even 
inter-sector approaches (as in the case of energy). 
Second, as far as the overall indicators of economic 
activity are concerned, there is an apparent tendency 
to speed up the shift from the former gross output 
indicators, whether in volume or value terms, to net 
indicators expressed in monetary terms, such as net 
output (normative net production—normativnaya 
chistaya produktsiya). The use of these new indicators 
seems to suggest an increasing role for demand and 
prices as determinants of the economic position of 
enterprises. However, changes of this nature could if 
pursued further necessitate a change of approach to 
many fundamental aspects of the existing 
management system, in particular the rationale 
underlying current price formation practices. While 
price changes have actually been proposed and even 
implemented, they have not been based on any 
essential change in the criteria used for setting them. 
The third direction of possible change is directly 
connected with requirements for more efficient use of 
energy, fuels and raw materials, which were the 
subject of three special decrees in 1981.2 Finally, 
changes might take place in respect of the material 
incentives systems in order to remove some short- 
comings arising from the consequence of insufficient 
wage differentials. 


(iii) Essential characterisiics of development 
strategies 1981-1985 


The analysis of major outcomes of economic 
developments in 1976-1980 on one hand, and of the 
main elements of the five-year plans on a country- 
by-country basis, on the other hand, give grounds for 
identifying the main characteristics of the 
development- strategies adopted by the east 
European countries and Soviet Union for the period 
1981-1985. 


One of the most important components of five-year 
plan development strategies for the current period 
concerns the projections for the growth of net 
material product. The analysis of developments in 
1976-1980 illustrated that different countries 
followed rather different strategies, some of them 
striving to maintain the pace of economic growth 
recorded in the previous quinquennium, while others 
accepted a somewhat lower rate of advance. 
Although for the region as a whole, growth rates 
achieved during the 1976-1980 period could be 


judged successful by international standards, these 


did differ to a greater or lesser extent from planned 
objectives. The ratio of actual to planned NMP 
growth rates ranged between 89 per cent in the 
Soviet Union, some 82 per cent and 79 per cent in 
the German Democratic Republic and Bulgaria 


9 Also relevant in this respect are decrees providing for higher 
remuneration of workers in deficit sectors, such as coal, and in 
regions with particularly onerous working conditions. 
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Selected inzicators of five-year plans 
(Average annual percentage change) 
en a ee eee eee ee 


Czecho- 


German 


Soviet Byelorussian Ukrainian 
SSR 


Bulgaria slovakia Dem. Rep. Hungary Poland Romania Union 
а р Sat a et ee eS 
NMP produced ... . 3.7 2.0-2.6 5.1 21632 0.9 7.1 3.47 4.3 3.6 
Industry (Gross product) . 5.1 2.7-3.4 5.1 3.5—4.0 7.6 4.7 5.1 4.2 
Agriculture (GNP terms) . 3.4 1.8—2.2 1a 2.3—2.8 45-50 2.5 2A 2.9 
Employment in material sphere. .. —0.9 shes 0.6 —0.6 0.1 0.2 
Labour productivity . 4.6 ak 4.5 92 7.0 3.2 
Gross capital formation 0.9 1.0* 550$ 0.9* 4.4 1.6 
Incremental capital: output ratio . 8.6 12.8 5.0 14.3 5.4 8.6 
Foreign trade turnover . 7.0 6.2-7.0 6.3 4.6-5.4 at 4.1 2s +5 
Real incomes per capita 2.8 5 toate 3.6 31 3.1 3.2 
Retail trade turnover 3.9 374.1 4.8 4.2 Si 3.9 


ee ЖФ ЖИ ЖЖ ЖЖ ЖппЖииЖ ИиЖипипяяжяяа пая хпипЖпЖиЖСпппЖипипяжипппяпияяязппяипаоопозпрппппопаПипизихяяис пои зпрпзпяпоЖипппрпппЖпЖппяпяпиЖпяоппопппппиЖпяЖ ипЖпЖЖЖпппиЖпппЖпЖяЖпрЖпЖп прп пЖппип 


Sources: Аз for table.3.1.1. 


respectively, 76 per cent in Czechoslovakia, 69 per 
cent in Romania, 58 per cent in Hungary and only 17 
per cent in Poland. For eastern Europe as a whole, 
the corresponding ratio was 59.1 per cent (75.8 per 
cent excluding Poland). Taking these figures into 
account, the conclusion might be drawn that the east 
European countries on the whole, and some in par- 
ticular, insufficiently took into account the effect of 
constraints on growth already present. The same 
cannot be said, however, for the Soviet Union. 


The evidence for this conclusion can be found in 
table 3.1.1, which compares successive annual actual 
and plan figures for NMP growth in 1976-1980. 
Taking 1976 as a base, plan figures in east European 
countries in all the following years were higher than 
Se actually recorded in preceding years in 19 out 
of 24 cases. In 28 out of 30 cases (including the year 
1976) actual NMP annual growth rates were lower 
than those envisaged by annual plans. Quite the 
opposite is the case for the Soviet Union: in three out 
of four years (beginning with 1977) the annual plan 
figures of that country were noticeably or even 
considerably (in 1977) lower than those actually 
attained in preceding years, while actual annual 
growth rates recorded during the five-year period 
(including 1976) were in three out of five years 
higher than those envisaged by annual plans. 


Judging by targets retained for the 1981-1985 
period, it could be argued that most countries in 
eastern Europe, as well as in the Soviet Union, have 
now taken into account the decelerating trends of 
NMP growth rate which have become apparent in 
recent years. The east European countries taken 
together, indeed, plan an average annual growth rate 
lower than that actually recorded in 1976-1980 (3.8 
per cent as compared with 3.9 per cent), as also does 
the Soviet Union (3.4 per cent as compared with 4.2 
per cent). For the whole region, the average annual 
aggregate growth rate planned for 1981-1985 (3.5 per 
cent) is thus some five sixths (85.3 per cent) of the 
rate recorded in the former five-year period (4.1 per 
cent). If all the factors discussed earlier are taken into 
account, this strategy seems justified—the more so if 
the figures mentioned in section (i), dealing with 


factor inputs, are taken into account. Besides ever. 


scarcer and increasingly costly fuels, energy and raw 
materials, these figures also show that in four out of 
seven countries (German Democratic Republic, 


4 Ме! material product distributed. 


Romania, the Soviet Union and probably also in 
Czechoslovakia, for which no figure was available) 
there might be virtually no increase in employment 
in the material sphere, while in the three remaining 
ones (Bulgaria, Hungary and almost certainly in 
Poland for which no figure is available) in fact slight 
decreases in employment in the material sphere are 
expected. Similar conclusions can be drawn if the 
figures for planned annual average growth rates of 
gross capital formation are taken into account: in this 
field negative growth rates are expected in Czechos- 
lovakia and the German Democratic Republic, 
virtually no growth in Bulgaria and Hungary and 
only slight growth in the Soviet Union. The only 
country which envisages any considerable increase in 
the rate of growth of gross investment is Romania. 


An implicit intention in most of the countries, illus- 
trated both in year-by-year breakdowns of five-year 
targets where available, and in the texts and presen- 
tations of the five-year plans, is to confront directly 
the various constraints on development in the 
beginning years of the five-year period, to check or 
reverse them during the middle and final years of the 
period, and gradually to provide room for stable or 
slightly accelerated development by the beginning of 
the next five-year period or towards the end of the 
1980s. In any case, it is quite evident that no country 
of the region considers growth as an end in itself, 
whatever the cost in terms of resources, as the only 
evidence of healthy progress. Indeed all of them 
.explicitly emphasize the qualitative rather than the 
quantitative aspects of the development process. 
Strategies laid down in the five-year plans, however, 
are not identical in all countries of the region. 


The German Democratic Republic is the only 
country which not only intends to maintain growth 
rates at the levels attained in the last decade, but also 
envisages an acceleration by roughly one quarter of 
the average annual rate recorded in 1976-1980 (5.1 
per cent as compared with 4.1 per cent). Taking into 
account the stability in growth performance demon- 
strated during the whole decade—the most stable of 
the whole region—the target is clearly not 
unattainable. The possibility that actual development 
may prove less buoyant than foreseen, however, 
should not be excluded—bearing in mind not only 
the fact that during the previous quinquennium 
actual growth reached the planned level (5.1 per 
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cent) in only one year (1977—5.2 per cent), but also 
because the availability of all factor inputs 
(manpower, fuel, energy and raw material, invest- 
ments) is reported to be rather limited in 1981-1985. 
The actual development of that country, therefore, 
depends essentially on its success in achieving the 
degree of intensification and efficiency stipulated by 
the five-year plan, particularly with regard to 
successful implementation of fuel, energy and raw 
material saving programmes. 


The second strategy is followed by Romania: this 
country does not plan any acceleration of growth as 
compared with the former period, but rather 
envisages to maintain performance at the same level 
(7.1 as compared with 7.2 per cent}—once again the 
highest growth objective in the region.’Since both 
planned and actual average NMP growth rates 
recorded by Romania during the two last 
НЕ were also the highest in the region, and 

e planned average annual gross investment rate in 
this country is relatively high (4.4 per cent), the 
Objective is not in itself unreachable. However, a 
very accentuated and continuous decelerating trend 
over the 1976-1980 period (growth of 10.5, 9.0, 7.4, 
6.2 and 2.9 per cent in successive years) suggests that 
Strategy for the current five-year period is based on a 
rather optimistic scenario, which may not in fact 
materialize. The possibility of a downward shift in 
the pace of development cannot therefore be 
excluded—as already ры in the previous five- 
year period when the actual average annual NMP 
growth rate achieved was 7.2 per cent, as against the 
10.0-11.0 per cent originally planned. 


All other countries of the region have planned 
average annual growth rates lower than in the 
previous abe haat period. The smallest deceleration 
15 envisaged by Hungary, the upper limit (3.2 per 
cent) of the planned average annual growth rate 
range is, in fact, the same as was achieved in 1976— 
1980; while growth at the lower limit (2.6 per cent) of 
the range is less than one fifth lower than in the 
previous period. Actual growth could however be 
either higher or lower than planned. On one hand, it 
seems that Hungary has been the most successful 
country in the region in adjusting to changing inter- 
national conditions of economic development. On 
the other hand, the ces ip tendency trend of 
NMP annual growth rates in the last four years of the 
1970s is very clear (3.0 per cent, 8.0 per cent, 4.2 per 
cent, 1.9 per cent in each of the years 1976-1979 and 
an absolute decline in the NMP level in 1980 of 0.8 
per cent). The closing provisions of the Hungarian 
five-year plan for 1981-1985, therefore, explicitly 
provide for both possibilities. **° 


23°“Should either the foteign economic relations or the 
efficiency of production show a tore favourable trend than what 
has been predicted or planned, respectively, the surplus of 
resources thus becoming available shall be allocated partly for the 
improvement of the balance of foreign economy, partly for the 
further modernization of production, as well as for added support 
to the raising of the living conditions. On the other hand, should 
the conditions of foreign economy show a less favourable trend 
than what has been predicted, or the efficiency of production be 
less favourable than what has been planned, the plan objectives 
shall be modified accordingly.” —“Law of the sixth Five-Year Plan 
of the National Economy (1981-1985)” (in English) Economic 
Bulletin of the National Bank of Hungary, Budapest, vol. XXIV 
No. 2, p. 91. 


The 3.4 per cent target for net material product 
growth retained by the Soviet Union as compared 
with the 4.2 per cent rate achieved in 1976-1980 
confirms the cautious approach to economic 
development apparent in the previous 
quinquennium. The reasons underlying this planned 
deceleration are not simple. As pointed out already, 
the Soviet Union has taken into account the 
increasing pressure of growth constraints more 
seriously than any other country of the region, 
though the plan for 1981-1985 does not consider 
them as insurmountable. In fact, since the average 
annual growth rate of the second half of the 1970s in 
1976-1980 (4.2 per cent) was some three quarters 
(73.7 per cent) of the corresponding figure for 1971- 
1975 (5.7 per cent), the maintenance of growth at the 
3.4 per cent level would be evidence that the 
decelerating trend had been arrested—since the 
planned rate amounts to more than four fifths (81 
per cent) of the average annual rate (4.2 per cent) 
recorded over 1976-1980. Stabilization followed even 
by an acceleration in the pace of the development in 
the second half of the 1980s, could result from the 
longer term strategy of the country. 


The sharpest decline in the pace of development 
within the region is envisaged in the five-year plans 
of Bulgaria and Czechoslovakia—average annual 
growth rates of some 3.7 per cent for the former and 
2.0-2.6 per cent for the latter, amounting to only 60.7 
per cent and 55.6-72.2 of growth performance in 
1976-1980 (6.1 per cent and 3.6 per cent respec- 
tively). In the five-year development guidelines, both 
countries proposed considerably higher average 
annual growth rates (4.6-5.4 per cent in Bulgaria and 
2.7-3.0 per cent in Czechoslovakia) than retained in 
the final version of the plan. Precise quantified expla- 
nations of these downward revisions have not so far 
been reported, but they may originate in the more 
limjted prospects for imported inputs of both 
countries—particularly fuel. If these limitations are 
overcome, Bulgaria and Czechoslovakia could 
probably revert to a higher growth path, more in line 
with past performance. 


As for Poland, no reliable evaluation is possible so 
far. Since the country itself in Autumn 1981 
estimated that some five to six years would be 
necessary to attain the highest pre-crisis level of 
ММР,?5' an average annual NMP growth rate of 
some 0.9 per cent has been estimated by the ECE 
secretariat as both realistic and accessible. 


Strategy with regard to the pace of economic 
development in aggregate, as exemplified by NMP 
targets—although in itself a function of broader 
socio-economic development  strategies—explains 
components of their preferences in the 1981-1985 
five-year plans. Therefore, they will be exposed in a 
very condensed form, in particular since most of 
them were shown in detail in countries’ individual 
five-year plan presentations. 

The process of further quantitative growth of NMP 
in both the east European countries and in the Soviet 
Union is expected to be followed by qualitative struc- 
tural changes (table 3.1.3.). Almost all countries of 


251 Polish Economic Survey, Warsaw, 1981, No. 19-20, р. 3. 
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the region, firstly, envisaged faster development of 
industry. although NMP figures for this sector were 
not given, a comparison of gross output targets for 
industry with NMP growth rates for the economies as 
a whole suggests that industry will grow substantially 
faster in Bulgaria, Czechoslovakia, Hungary and the 
Soviet Union (respective growth coefficients for 
industry relative to NMP growth are 1.38, 1.35-1.31, 
1.35-1.25 and 1.38). It will also grow somewhat faster 
relative to NMP in Romania (coefficient of 1.07); 
while in the German Democratic Republic it should 
grow at the same rate as NMP (5.1 per cent). The 
industrialization process in all countries is not 
expected to affect industrial branches only, but also 
all other sectors—in particular agriculture and 
construction in which the share of manual, low 
capital intensive work is judged to be too large and 
responsible for many shortcomings, bottlenecks and 
inefficiencies—more so in some countries than in 
others. 


‘An essential feature of development strategy is the 
accentuated role of agriculture. This evaluation is 
based not only on the explicit designation of 
foodstuffs as the central economical and political 
te dae of the whole quinquennium (Soviet Union), 

ut also on the plan figures: six out of seven countries 
(including Poland, which envisages that agricultural 
recovery will take place over a slower period than in 
industry) have planned agricultural growth rates 
much higher than in the previous period. Hence, the 
growth coefficient in agriculture rises in four 
countries to 0.95-1.0. The importance of this acceler- 
ation can be appreciated by comparing the growth 
coefficients for agriculture planned for 1981-1985 
with those recorded in 1976-1980: in Bulgaria, 0.92 
as against 0.34; in Czechoslovakia, 0.90-0.85 as 
against 0.57; in Hungary, 0.88 as against 0.78; in 
Romania, 0.63-0.70 as against 0.58; and in the Soviet 
Union, 0.94 as against 0.40. The only country in 
which the growth coefficient of agriculture is 
envisaged to fall is the German Democratic Republic 
(from 0.29 to 0.22). 


Figures for construction were reported for only 
three countries (the German Democratic Republic, 
Hungary and Romania). Judging by these and by 
some qualitative statements, construction will grow 
more slowly than NMP, except in Romania, in which 
the growth coefficient for construction is expected to 
rise to some 1.24. No figures were reported for the 
tertiary sector. Judging by partial figures reported, 
particularly high increases can be expected in the 
provision of services, and, as is confirmed by figures 
given for employment, in the non-material sphere as 
a whole. 


The third essential component of development 
strategies is the overall process of intensification and 
increasing the efficiency of the development process 
(see below and in sections 3.2, 3.3 and 3.4 on 
agriculture, industry and investment respectively). It 
appears that a radical reversal of trends in this area 
is envisaged: indeed, all five-year plans call not only 
for quantitative improvements but lay particular 
importance on the qualitative re-definition of the 
very concept of the intensive development path. In 
other words, intensification is not seen any more as 
merely an increase in the share of labour produc- 
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tivity in the growth of net material product, but 
rather as a development option which implies, (1) the 
growth of labour productivity (2) the rational use of 
productive potential, including increases in capital 
productivity through optimal exploitation of existing 
capacities, (3) the rational use of all material inputs 
with a view to decreasing material input per unit of 
output, and (4) improvements in the quality of 
output. **? In most cases the requirements are backed 
by quantified indicators to be attained during the 
five-year period. Although some of them are not as 
high as one would expect from the plan objectives— 
implied targets for incremental capital—output 
ratios, for instance, are in fact higher than during 
1976-1980 for all countries of the region but the 
German Democratic Republic, though no figure for 
Poland is available (see table 3.4.1)***—the long-term 
choice of intensive economic development has now 
been reinforced. 


With regard to foreign trade and international co- 
operation, all countries of the region envisage higher 
growth rates of foreign trade turnover plan of NMP, 
following the long-term strategy of increasing partici- 
pation in the international division of labour. All 
countries, moreover, explicitly or implicitly, set 
tdrgets for reducing deficits in foreign trade or to 
restrain imports in line with potential export growth, 
and to reduce progressively the degree of foreign 
indebtedness. Foreign trade structures in all 
countries are oriented towards a closer corre- 
epee with NMP structures, in order to correct 
the existing significant discrepancies between them in 
some countries, especially in the Soviet Union. As far 
as the regional orientation of trade is concerned, all 
countries envisage increasing quantitative and quali- 
tative improvements in foreign trade and со- 
operation with other socialist countries—in parti- 
cular with other CMEA countries. Co-operation with 
developing countries is also expected to increase and 
diversify. Trade and co-operation with developed 
market economy countries is summed up by more or 
less similar declarations of “readiness for co- 
operation on the basis of equal rights and mutual 
advantage”. This rather restrained and formal termi- 
nology in fact reflects the present overall situation of 
the countries of the region, and can be explained by 
at least three important factors. First, most east 
European countries and the Soviet Union, as 
centrally planned economies, are mainly supply 
managed and as a result are unwilling to subject their 


252 The concept of the intensive path of economic 


development was interpreted in this way in Ekonomicheskaya 
Gazeta, Moscow, 1981, No. 39. p. 3. 

253 Tn fact, over the short-term ICORs can be a function of NMP 
growth rather than its determinant—in particular when NMP 
growth rates are restricted by factors other than investment; this is 
very largely the case for almost all east European countries and 
the Soviet Union in the 1981-1985 period. 

In the case of labour productivity, the average annual growth 
rates for 1981-1985 in the countries which reported them 
(Bulgaria and Romania) are expected to be lower than in 1976- 
1980. Historically lower growth rates of labour productivity are 
not incompatible with the intensification of economic 
development, as witnessed by the fact that the ratios of labour 
productivity growth rates to NMP growth rates in 1981-1985 are 
expected to be higher respectively than in 1976-1980 or roughly 
the same (1.24 as compared with 1.00 in Bulgaria and 1.10-1.23 as 
compared with 1.16 in Hungary). 
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foreign economic relations to the oscillations of inter- 
national or other national markets. Therefore. almost 
of all of them prefer longer term, mutually linked. 
compensation or other similar types of international 
co-operation rather than conventional import-export 
transactions. The considerably increased indebt- 
edness of almost all countries in the region. 
combined with unexpectedly high interest rates 
during the last two years, has also imposed a rather 
cautious approach. 


The fifth essential feature of development 
Strategies adopted in the region deals with the 
allocation of resources for domestic use. Three 
important elements are worth mentioning here. The 
share of net capital formation in almost all countries 
is expected to slow down. In the five-year plans and 
their presentation, this tendency is explained in terms 
of the implementation of socio-economic principles 
in those countries. in particular the principle of 
promoting the “ever-increasing satisfaction of ever- 
rising material, cultural and other needs of the 
population”. This is considered as a basic economic 
law. Moreover, the share of net capital formation in 
net material product of the east European countries 
and the Soviet Union, although declining in all of 
them but Romania in 1976-1980. has, Бу interna- 
tional standards, been relatively high in most of them 
as is also the case for gross fixed capital formation 
(table 3.4.1). The slowdown therefore seems quite 
normal and necessary. In addition, the much more 
stringent requirements for the improvement of 
labour productivity, efficiency of material inputs use, 
capital productivity and output quality, cannot enlist 
wholehearted support by the population unless 
definite increases in all-round welfare is certain. The 
share of total consumption in most countries of the 
region is, therefore, planned to rise for these reasons. 
Within consumption, and in line with long-term 
strategies, personal consumption is planned to grow 
more slowly than social consumption, and accord- 
ingly, the growth rates of real incomes per capita will 
outstrip the growth of average wages and salaries 
(table 3.5.1). It is important, however, to point out 
that both real incomes per capita and average real 
wages and salaries in all countries of the region are 
envisaged to grow by lower rates than net material 
product, a fact that, together with the planned fall in 
the share of net capital formation in NMP, might be 
connected with an implicit intention to reduce 
foreign indebtedness and. possibly, to enlarge stocks. 
In any case, it suggests that NMP distributed will 
grow more slowly than NMP produced in most 
countries of the region. 


The last but not the least essential issue of 
development strategies in eastern Europe and the 
Soviet Union is management and planning. In this 
respect, all the five-year plans, and even more so the 
“guideline” documents and presentations of the 
plans by senior political leaders, call for substantial 
improvements at all levels of planning and also of 
the day-to-day management of the economy. In 
many documents and speeches, changes already 
introduced or imminent were described as 
“substantial”, “basic”, “radical”, etc. A more precise 
analysis of the provisions themselves, however, 
suggests that these descriptions have a rather 


different meaning in different countries. Several 
common components nevertheless seem to be more 
or less present for all or most countries. 


_As far as institutional structure is concerned. 
following changes which began to be introduced 


several years earlier, countries are striving to 
opumize management both below and above 
enterprise level. Within enterprises, therefore. 


different lower level, but smaller and more compact 
organizational units—in most cases called 
“brigades”—have gradually been taking responsi- 
bility for plans target fulfilment. Labour remuner- 
ation has increasingly depended on performance. 
Above the enterprise level many forms of association 
were created. including the amalgamation of several 
similar enterprises—a good deal of which may cover 
a substantial part of a whole branch; large “circles” 
of vertically integrated enterprises belonging to 
different branches; or joint management of all enter- 
prises situated in particular locations—a solution 
aimed at overcoming the shortcomings due to break- 
downs at the level of interbranch transactions. ete. 
The second essential common feature deals with the 
introduction on an increasing scale of the cost- 
accounting principle (khozraschet) at all organiz- 
ational levels; in some countries this principle. will 
be—or already has been—applied to whole minis- 
tries and, in some others, to institutions in the non- 
material sphere (hospitals, schools, etc.). The third 
common component concerns changes in the nature 
of indicators of economic performance, closely 
connected with the reinforced role of cost-accounting 
principles. In most countries there is a further trend 
to reduce the number of obligatory indicators of 
enterprise performance. This is accompanied by a 
pronounced shift from both physical and value gross 
indicators to net value (nominal) indicators, such as 
net normative output, income and profit. Fourthly, in 
the east European countries, more or _ less 
pronounced changes have been introduced in order 
to align internal price formation with world prices— 
in particular for energy and other material inputs. 
For wholesale prices—and to a larger or smaller 
degree for retail prices—reforms have taken place in 
all east European countries and the Soviet Union. 
Finally, in all countries the general requirements for 
both a higher degree of planning discipline (i.e. 
conformity with plan targets) and increasing entre- 
preneurship and initiative have been proclaimed, 
calling for “a rebuilding of the style of economic 
activity and of the economic mentality, of planning 
methods and the management system”.*°* How far 
these changes will result in the creation of new 
planning and management systems, and how far they 
indicate no more than adjustments to existing 
systems, is so far not clear—and no assessment will 
be possible until actual practice over the next few 
years can be assessed. Moreover, developments in 
the east European countries and the Soviet Union 
are not simultaneous or in the same direction. 
Nonetheless, it should be noted that the Commu- 
niqué of the thirty-fifth session of the CMEA, held in 
Sofia in July 1981, includes a point in which heads of 
delegations of member countries announced the 
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“further perfectioning of methods and forms of co- 
operation, including reinforcerment of exchange of 
experience in planning and management, taking into 
consideration possible convergence of the structures 
of national economic mechanisms”. **° 


To conclude, it can be stated that the essential 
characteristics of the development strategies of the 
east European countries and the Soviet Union for 
1981-1985 remained at a fundamental level the same 
as those defined in the previous five-year period. 
They are strongly influenced by global socio- 
economic development programmes, they are in 
most cases oriented towards long-term growth and 
structure patterns of development and they are even 
more markedly oriented towards balanced economic 
growth. The four remaining years of the current 
five-year period will show whether the changes intro- 
duced, and also those envisaged, in management and 
planning. are sufficient for the successful implemen- 
tation of the five-year plan strategies, or whether 
more fundamental changes in line with the chosen 
path of an intensive economic development are 
required. 


(iv) Economic developments in 1981 


Annual economic performance in eastern Europe 
and the Soviet Union can in principle be evaluated 
on the basis of three criteria—trends in the previous 
period, five-year plan targets and annual plan objec- 
tives. Though the same is true for 1981, the relative 
weights of these criteria for this year are not the 
same; since annual plans in all countries of the 
region were approved before the five-year plans, the 
importance of the annual plan’s targets is smaller 
than for other years, because the strategies of five- 
year developments were not yet clear in detail. This 
is the more so because differences between draft and 
final versions of the five-year plans were considerable 
in some areas. Apart from Hungary, the five-year 
plans were not passed before mid-1981 (Romania) or 
the end of that year (all other countries of the 
region). Hence economic developments in eastern 
Europe and the Soviet Union during 1981 need to be 
assessed primarily in the light of developments in 
former years, and less according to either the annual 
or five-year objectives. 


Although the growth rates of net material product 
were quite satisfactory by international standards in 
most countries of the area during 1976-1980. the 
most important feature of the region’s economic 
development was the decelerating tendency of 
overall economic growth. Policies incorporated in the 
annual plans for 1981 reflected this trend rather 
differently. The annual NMP growth targets for 
Bulgaria and Czechoslovakia (5.1 and 2.8 per cent 
respectively), envisaged a further slight deceleration 
as compared with 1980 (5.7 and 2.9 per cent respec- 
tively). All other east European countries, however, 
envisaged some acceleration in 1981 which was 
noticeable in the case of the German Democratic 


** According to the Russian text of the Communiqué, Ekonomi- 
cheskayva Gazeta, Moscow 1981, No. 28, р. 14. 
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Republic (from 4.2 to 5.0 per cent). considerable in 
the case of Hungary (from decline of —0.8 to growth 
of 2.0-2.5 per cent) and substantial in Romania 
(from 2.9 per cent to 7.0 per cent). In Poland it was 
expected that the decline in NMP would slow down, 
although another drop was anticipated (3.7 per cent, 
after 5.4 per cent in 1980).*** Since the relative 
weighting of the two first-named countries in the 
NMP of eastern Europe as a whole is only slightly 
more than a quarter (about 26.6 per cent), some 
acceleration of economic growth in eastern Europe 
was clearly foreseen for the year. This was quite a 
substantial one if Poland is taken into account (an 
acceleration from 1.1 to 2.8 per cent) апа still 
noticeable even if Poland is excluded (from 3.2 to 5.0 
per cent). The Soviet Union, on the other hand, as in 
the case of Bulgaria and Czechoslovakia, envisaged a 
slight deceleration in the rate of expansion (from 3.5 
to 3.4 per cent). The Byelorussian SSR and 
Ukrainian SSR. contrary-to the nationwide trend, 
envisaged an acceleration of economic growth— 
small in the former case (from 3.6 to 3.9 per cent) but 
substantial in the latter (from 1.0 to 3.8 per cent). 


Economic performance during 1981 displayed 
rather different patterns considered at individual 
country level and judged mainly on the basis of 
annual plan targets. Within it several major 
tendencies may be distinguished. In the framework 
of eastern Europe, three countries more or less 
succeeded in accomplishing their planned growth 
objectives—the German Democratic Republic fully- 
attained its target of 5.0 per cent while Bulgaria and 
Hungary almost did so (with actual rates of 1.8 as 
compared with planned 2.0-2.5 per cent, and 4.0-5.0 
as compared with 5.1 per cent, respectively). The 
three other countries recorded growth rates substan- 
tially lower than planned—Romania (2.1 as against 
7.0 per cent), Czechoslovakia (0.2 as against 2.8 per 
cent) and Poland (a decline of —13.0 as against —3.7 
per cent). Since the weight of the latter three in NMP 
terms is higher than the weight of the former three, 
aggregate NMP growth rate of east European 
countries in 1981 was substantially below plan with a 
decline of some 1.3 per cent as compared with the 5 
per cent target rate. This statement remains true if 
Poland is excluded, but in this case the 2.8 per cent 
growth rate actually recorded for eastern Europe is 
less noticeably lower than the planned objective (3.8 
per cent). In the Soviet Union, in contrast to eastern 
Europe as a whole, the growth outcome (3.2 per cent) 
was only slightly below plan (3.4 per cent), giving a 
ratio of actual to planned growth performance of 
some 94 per cent.. In the Ukrainian SSR, 
performance was comparable to that of eastern 
Europe if Poland is excluded: an annual rate of 3.0 
per cent compared with 3.8 per cent planned. The 
best performance in the Soviet Union, and indeed in 
the region as a whole. however, was recorded in the 
Byelorussian SSR, in which the actual NMP growth 
rate (5.0 per cent) was more than a quarter higher 
than planned (3.9 per cent). 


However, these conclusions, drawn on the basis of 
comparisons between planned and actually recorded 


** According to the statement by Т. Grabski, Trybuna Ludu. 
15 January 1981, p. 3. г 


General developments 165 


NMP growth rates, have only limited value. particu- 
larly since the planned annual figures were not 
themselves based on five-year plan projections. The 
preceding review of the actual as compared to the 
planned NMP growth rates in the region confirms 
that only the Soviet Union, Bulgaria and Czecho- 
slovakia took fully into account the decelerating 
tendency of development, the other countries 
possibly continued to treat it as a more or less 
temporary, short-term phenomenon. Thus the most 
important regional performance criterion during 
198] should, in any event, be the historical record— 
1е. comparisons between actual development in 
individual consecutive years and also over longer- 
term periods. 


Judged over the short time sequences, performance 
in 1981 was characterized by decreasing rates of 
NMP growth in four out of the six eastern European 
countries (Bulgaria, Czechoslovakia, Poland and 
Romania). The growth rates recorded in these 
countries (4—5. 0.2. —13.0 and 2.1 per cent respec- 
tively) are not only slower than recorded in the 
previous year (5.7, 2.9, —6.0 and 2.9 per cent respec- 
tively) but also continue the progressive deceleration 
of NMP growth rates which have persisted for six 
years already in Poland and Romania, for five years 
in Czechoslovakia and for three years in Bulgaria. 
The 1.8 per cent growth rate recorded in 1981 by 
Hungary. however. not only outstripped the 
performance recorded in the previous year (—0.8 per 
cent), but possibly succeeded in reversing the 
decelerating tendency recorded in the _ three 
preceding years (1978—1980). Finally, with an annual 
growth rate as high as 5 per cent, the German 
Democratic Republic not only improved on growth 
performance in the previous year but also registered 
a fourth consecutive annual acceleration which 
began after 1978. Since the combined weight of the 
first four countries is rather higher than of other 
ones. the decelerating trend in NMP growth rates in 
eastern Europe analysed at the beginning of this 
chapter (section 3.1 (i)) thus. in fact. persisted: in 
1981. eastern Europe as a whole recorded a decline 
in its growth rate of 1.3 percentage points. while in 
1980 it recorded an increase of 1.1 percentage points. 
This statement remains true even if Poland is left out 
of account: the growth rate recorded in eastern 
Europe excluding Poland in 1981. at 2.8 per cent 
(instead of —1.3 per cent). is still lower than the 
corresponding rate recorded in the previous year (3.2 
per cent). Hence the growth rates of NMP in eastern 
Europe are decreasing persistently. both including 
and excluding Poland. and to a greater extent in the 
second case than in the first. 


As far as the Soviet Union is concerned. the figures 
for the last four years might suggest that the lowest 
point of the longer term decelerating trend was 
reached with the decline to only 2.2 per cent NMP 
growth in 1979. since subsequent performance 
improved to 3.5 per cent in 1980 and to slightly 
lower. 3.2 per cent. in 1981. If agricultural output 
had not remained below the planned level for an 
unusually long period of three successive years. 
Soviet NMP growth rates in 1981 would have been 
even higher than the planned 3.5 per cent. The fact 
that. even after this experience. the Soviet Union has 


Set its 1982 growth target at no more than 3.0 per 
cent, however, is an evidence that the stabilization of 
the growth path and better performance in inten- 
sifying the economic process, rather than increasing 


growth rates at any price, is the primary policy 
objective. 


The general tendencies observed at the level of 
national income can be better understood at the level 
of output of the main sectors. As already indicated 
above, one of the main reasons for further decreases, 
or insufficient increases, in NMP growth rates in the 
region is the exceptionally unfavourable agricultural 
year throughout almost the whole of the region. 
Indeed, for crop production climatic conditions were 
more or less normal only in two countries—Bulgaria 
and Poland, which recorded agricultural growth rates 
as high as 4.0 and 4.1 per cent. Even these two 
countries, however, fulfilled their agriculture growth 
targets by some 80 per cent only. In all other 
countries performance was much more disap- 
pointing. Here too, three different situations can be 
discerned. Some countries recorded a definite growth 
of agricultural output as compared with 1980, but at 
rates much lower than envisaged by the annual plan. 
This was the case for the Byelorussian SSR, in which 
agricultural output grew by some 9.8 per cent as 
compared with the planned 18.9 per cent—a not 
unrealistic target, since in both 1980 and 1979 
agriculture in this republic recorded declining levels 
of production of as high as —10.4 and —5.4 per cent 
respectively. In the second group of countries, 
agricultural output practically stagnated—as in 
Hungary, where zero growth was recorded and in the 
German Democratic Republic (where output picked 
up by only 0.2 per cent as compared with a planned 
0.8 per cent). To the same group might be added the 
Ukrainian SSR, with an actual growth rate (1.7 per 
cent) of only some tenth of the plan target (16.9 per 
cent}—even though the target rate was not 
unrealistic, for the same reasons as in the case of the 
Byelorussian SSR. Czechoslovakia, the Soviet Union 
as a whole and Romania can be included in a last 
group of countries—those in which agriculture 
recorded absolute contractions of as much as 3.4, 2.0 
and 0.9 per cent respectively. These results were, 
moreover, worse than is immediately apparent, since 
in Czechoslovakia and Romania declining growth 
rates have now been recorded in three out of the six 
last years; in the Soviet Union the declining growth 
rates recorded in all three of the last successive years 
is exceptional whether judged in terms of probability 
or by historical standards. **’ Hence, poor agricul- 
tural output did play a significant role in decreasing 
NMP growth rates throughout the region in recent 
years: as a matter of fact in the three last years, out 
of the 21 observations for all seven countries, 
increases were registered in only ten cases (including 
0.2 in the German Democratic Republic in 1981), 
while zero growth was registered once (Hungary in 
1981) and absolute declines were recorded in all of 
the ten remaining cases. 


<“ According to a direct communication to the ECE secretariat 
there have only been six cases of declining Russian/Soviet 
harvests in three consecutive years excluding the 1979-1981 period 
since records began. 


166 


Recent economic developments and five-year plans in eastern Europe and the Soviet Union 


Declining or insufficiently high NMP growth rate. 
however, cannot be explained by agricultural 
performance only. nor could poor agricultural output 
be explained exclusively by unfavourable climatic 
conditions. In several countries it has been 
repeatedly pointed out that a good deal of the 
shortfall in agricultural production 15 due to the quite 
evident shortcomings in agricultural policies, ranging 
from a break-down in long-term structural patterns; 
the choice of inappropriate agro-technical options; 
the development of pronounced imbalances between 
agriculture and branches supplying agricultural raw 
materials, equipment and technology innovations as 
well as branches processing agricultural produce, and 
finally, defective management of agriculture itself 
and of the agro-industrial complex as а whole. 
Unsatisfactory agricultural output, therefore, even if 
a clear cause of declining or slowly increasing NMP 
growth in particular years, is not itself a cause, but 
rather a reflection of many other factors within and 
outside agriculture. 


Justification for the latter argument can be found 
in two other sets of facts, relating to the shares of 
agriculture in net material product of the region and 
to the industrial growth rates of these countries in 
1981. Indeed, as shown already in section (i) above, 
the share of agriculture in NMP produced in 1980 
was roughly one sixth only in Bulgaria, around 15 
per cent in Hungary, Poland, Romania and the 
Soviet Union and below one twelfth in the German 
Democratic Republic and Czechoslovakia. The size 
of shortfalls in agricultural output, whether in 
absolute terms or in relation to plan targets, 
therefore, cannot wholly explain movements in net 
material product. Hence production shortfalls or 
unsatisfactory rates of growth must have been 
recorded in other sectors, too. This is actually the 
case with regard to industry: out of seven countries 
only in two (the German Democratic Republic and 
Bulgaria) were actual industrial growth rates (5.1 and 
5.6 per cent respectively) slightly higher or as high as 
planned (5.0 and 5.6 per cent respectively), while in 
the Byelorussian SSR the actual rate (4.5 per cent) 
was noticeably higher than that planned (4.1 per 
cent). The ratio of actual to planned gross industrial 
growth rates in all other countries varied from some 
86 per cent in the Ukrainian SSR, through 83 per 
cent for the Soviet Union as a whole, 74 per cent in 
Czechoslovakia and 70 per cent in Hungary to only 
49 per cent in Romania. An absolute decline in gross 
industrial output, moreover, was registered in Poland 
(as much as 12.6 per cent). All in all, actual industrial 
growth rates in 1981 were not only lower than 
planned in most countries but also, in four out of 
seven cases (five out of nine if Byelorussian SSR and 
Ukrainian SSR are taken into account) actual growth 
was lower than was actually recorded in 1980. The 
aggregate industrial output of eastern Europe in 
1981. therefore, fell by 1 per cent, as compared with 
an increase of 3 per cent in 1980, while for eastern 
Europe and the Soviet Union taken together—thanks 
to the high weighting of the Soviet Union in the total 
industrial production of the region—the decline was 
only relative, i.e. from a growth rate of 3.4 per cent 
in 1980 to slightly more than three fifths of that rate 
in 1981 (2.1 per cent). If Poland is left out of account, 


the picture becomes more favourable, but the 
deceleration of industrial growth rates-—-which has 
been continuous for eastern Europe since 1976 and 
for the region as a whole since 1977—still persists 
(decelerations from 4.3 to 3.6 per cent for eastern 
Europe. and from 3.7 to 3.4 per cent for the region as 
a whole, respectively). 


The declining growth rates in the region as a whole 
for both agricultural and industrial gross output 
coincide with the same trend in construction: out of 
four reporting countries, only the German Demo- 
cratic Republic reported growth in this sector. Three 
others reported an absolute decline, which was small 
in Czechoslovakia (1.4 per cent),*** more noticeable 
in Hungary (3.5 per cent) and substantial in Poland 
(20 per cent). Three other countries so far have not 
reported figures for construction performance in 
1981 as compared with 1980. 


All figures mentioned, both on a net material 
product or main sectoral gross output basis, indicate 
that growth-inhibiting factors exercising a downward 
influence on growth rates in the 1976-1980 period 
continued to affect economic performance in the 
region in 1981. 


In almost all countries of the region /abour supplies 
continued to decrease, and in the material sphere, 
even to decline in absolute terms. In fact, an increase 
in material sphere employment of above | per cent 
could have taken place only in Romania, in which 
total employment increased by 1.3 per cent. The 
Soviet Union reported a rise in employment of 0.7 
per cent. This is likely to be roughly the same as in 
Bulgaria, though some decline in employment in the 
material sphere cannot be excluded. All other 
countries of the region recorded increases in 
employment in the material sphere smaller than 0.5 
per cent in 1981. Indeed, for Czechoslovakia the 
corresponding figure can be estimated at only 0.4 per 
cent while roughly the same, or an even smaller 
increase, can be expected for the German Demo- 
cratic Republic. The corresponding rise in Poland 
was 0.3 per cent, but this reflected the demographic 
situation rather than efficient job creation, industrial 
employment having declined by as much as 0.3 per 
cent in 1981. Taking into account the overall absolute 
decline in the number of employed in 1979 (some 1.0 
per cent) and 1980 (some 0.8 per cent), labour 
supplies in Poland have acted as a limiting factor, 
although not as a decisive one. The situation is even 
more constrained in Hungary, where a decline in 
employment in the material sphere of as much as 0.2 
per cent was reported in 1979, followed by an 0.8 per 
cent reduction in 1980, due to unfavourable demo- 
graphic developments registered in the country. In 
1981, the decrease accelerated to some 2.0 per cent. 
In both countries shortages of labour supplies were 
accentuated by the introduction of a five-day week 
on a large scale. The effects of this shift, however, 
were rather different: while in Hungary advance 
preparation prevented any substantial downward 
pressure on production and even resulted in a 
definite increase in labour productivity, in Poland the 


““In fact, for Czechoslovakia a decline of 2.0 per cent was 
reported for state enterprises only, while the decline by 1.4 per 
cent 1$ an estimate for the total construction. 
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Changes in social labour productivity 
(Average annual and annual percentage change)‘ 
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: Plan Plan 

Country 1971-1975 1976-1980 — 1976-1980’ 1981-1985 1981 
Ва ль В. 7.4 Tae 6.1 4.6 3.4 
Czechoslovakia о де SO 5.4 4.5* 8.8 а — 0.2 
German Democratic Republic . . . 5.2 4.4 925) 4: 4.5 * 
РАС с 6.2 5.4—5.7 6.1 Bee 3.9 
Poland терр Аи aril ede 8.1 5.9-6.1 1.7 = 1333 
Romania. = ehh ae 11.0 9.4—10.4* 8.5 7.0 0.6 
SoviersUmion) Hess, Der 4G ини: 4.1 Be 3.2 3.2 2.5 


Sources: As for table 3.1.1. 
Ч Мег material product per employee in material sphere. 


introduction of the five-day week took place mainly 
under pressure of social disturbances in the country 
and mostly without the introduction of measures to 
compensate reduced working hours by increased 
labour productivity. Many branches, in particular 
coal production, therefore suffered after the five-day 
week was introduced, and a part of the badly needed 
production had to be compensated by Saturday 
working. 


In a situation of decreasing growth rates. or even 
absolute declines, of employment in the material 
sphere, all countries of eastern Europe and the Soviet 
Union paid special attention to /abour productivity. 
Indeed, in most of them, NMP growth recorded in 
1981 mostly resulted from labour productivity 
increase (table 3.1.1 and text table above). The most 
pronounced labour productivity growth rate, from 
that point of view, was recorded in Hungary; the 
output growth rate of 1.8 per cent was achieved with 
an absolute decline of 2 per cent in employment— 
implying an increase of some 3.9 per cent in labour 
productivity. A very similar development occurred in 
the German Democratic Republic, the exact figures 
for employment have not yet been reported so far. 
but the decelerating employment growth rates 
recorded in 1979 and 1980 (0.5 and 0.4 per cent 
respectively) suggest that more than nine tenths of 
the 5.0 per cent NMP growth rate recorded in 1981 
was provided from a labour productivity increase. 
The bulk of NMP growth in 1981 was also attained 
by labour productivity increase in Bulgaria and the 
Soviet Union. The figures reported for the Soviet 
Union (2.5 per cent annual labour productivity 
growth) suggest that more than three quarters (78.1 
per cent) of NMP growth (3.2 per cent) were 
provided for by increased labour productivity. The 
figures for Bulgaria so far have not been reported. 
But if the NMP growth rate of this country is as high 
as estimated (4—5 per cent) and if the employment 
patterns in the material sphere in 1981 were similar 
to those in 1979 and 1980 (for which 0.9 and 0.8 
growth rates were reported respectively). the share of 
labour productivity in NMP increase in Bulgaria 
might have been roughly the same as in the Soviet 
Union. 


Contrary to the cases of the four previous 
countries, labour productivity in 1981 declined in 
zechoslovkia and Poland—in the former case by 0.2 
per cent (as compared with a rise of 2.4 per cent in 
1980 and an average annual 3.3 per cent increase т 


1976-1980) and in the latter one by 13.3 per cent (as 
compared with a previous high decline of 5.3 per 
cent in 1980 and average annual growth rate of 1.7 
per cent in 1976-1980). In the case of Romania, the 
increase in labour productivity was probably low. In 
fact, if the 2.1 per cent NMP growth rate was ассот- 
panied by the same decrease in the employment 
growth rate in the material sphere as recorded in 
1980 (0.8 per cent—from 3.1 per cent in 1979), the 
labour productivity growth rate in Romania might 
be. as in the last two years, some 0.5-0.6 per cent. If 
employment in the material sphere grew faster, 
however, labour productivity could have remained 
unchanged or even have declined. 


An evaluation of labour productivity growth in 
east European countries and the Soviet Union could 
not be complete unless longer-term tendencies were 
taken into account. The text table above suggests two 
other important conclusions. First. the decelerating 
tendencies of labour productivity growth, present 
during the 1976-1980 period in all countries of the 
region, continued in 1981 in all of them but the 
German Democratic Republic. Secondly, labour 
productivity growth rates recorded in 1981 were in 
most cases below the annual averages planned for 
1981-1985. In fact. only in the German Democratic 
Republic was labour productivity growth recorded in 
1981 on roughly the same level as the estimated five- 
year average target. In Hungary. the Soviet Union 
and Bulgaria it was slightly or noticeably lower. 
while in Romania it was probably substantially 
below those explicitly or implicitly planned. Actual 
declines. as noted above, were recorded in Czecho- 
slovakia and Poland. 

The decelerating trend of the labour productivity 
growth rate in most of the east European countries 
and the Soviet Union. although quite clear as 
measured by standard economic analysis. is not easy 
to explain, since its dependence on employment on 
one hand. and on NMP on the other, shows quite 
different long- and short-run patterns. Though it is a 
determinant of NMP growth rate in the long or even 
the medium term. labour productivity may. on the 
contrary. be the dependent variable in the short term 
if the effects of other factors involved are strong 
enough to cut down NMP growth rate. This is. in 
fact. the case in almost all countries of the region. 
There are no grounds for supposing that either the 
quality of labour. the level of equipment and 
technology or of management declined in 1981. 
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Hence the labour productivity movements described 
must have been due primarily to the effects of 
energy, fuel and raw material input shortages which 
brought about the deceleration of NMP growth rates, 
thus preventing a possible growth of labour produc- 
tivity which might otherwise have taken place. This 15 
probably the most logical explanation for all 
countries but Poland, in which the other factors 
mentioned earlier acted in the same direction. 


There are no complete figures available for the 
supplies of material inputs in the region in 1981. 
Those which are published do, however, confirm the 
above conclusions. The Soviet 1981 plan fulfilment 
report confirms, in the first place, the declining 
growth rates in the main raw material. output 
branches mentioned at the beginning of this chapter. 
Despite the special attention paid to these branches, 
plan targets for 1981 were not fulfilled in the oil- 
processing and petrochemical industries, coal 
production, production of rolled ferrous metal 
products, mineral fertilizers, chemical fibres and 
threads, wood, paper, and textiles. ?°° In the case of 
coal production a decline as high as 0.8 per cent 
compared with 1980 was recorded, which amounted 
in absolute terms to some 6 million tons.**° The 
importance of these last figures rises if the sharp 
decline in coal production during 1981 in Poland (by 
roughly 37 million tons as compared with 1979) is 
taken into account, the more so since plan shortfalls 
in coal production were also reported from Czecho- 
slovakia **' and Romania, and in the latter case also 
for crude oil and some metals.**? Difficulties in 
meeting the planned targets for the production of 
material inputs in 1981 were exacerbated by the 
interdependence of the east European countries and 
the Soviet Union, and led to bottlenecks in several of 
them, thus reflecting falling coal deliveries by 
Poland, as well as output shortfalls in other 
countries. 2°? It seems clear, therefore, that material 
input shortages were an important cause of the 
below-plan NMP growth rates, though it is difficult 
to determine precisely to what extent in each 
country. 


The effects of unfavourable tendencies in domestic 
production of energy, fuel and raw materials, and 
also in east European import capacities could, of 
course, have been diminished if the countries’ 
programmes economizing on these products had 
been implemented to a larger extent. Except in the 
German Democratic Republic and Hungary, 
however, these programmes did not yield the 


2 Pravda, 24 January 1982. 


во Calculated on the basis of 716.4 million tons reported for 
1980 (Narodnoe Khoziaistvo SSSR v 1980 godu, p. 157) and index 
number for 1981 against 1980 (99.2 per cent). The constraining 
effect of coal output is even stronger if it is taken into account that 
absolute contractions were recorded also in 1979 and 1980, by 
some 5 and 2.3 million tons respectively. 

%' Rudé Pravo, 31 October 1981. 


282 ere Documents-Events, Agerpress, November 25-26, 
1981, p. 4. 


, °° By the end of October 1981, L. Strougal, Prime Minister of 
Czechoslovakia, reported that during the last months of 1981 cuts 
in electricity supplies would be necessary, because of shortfalls in 
domestic coal supplies and because electricity deliveries by 
Romania had been stopped. Rudé Ргауо, 31 October 1981. 
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expected savings.** In the Soviet Union and 
Bulgaria, at least judging by NMP growth rates, the 
efficiency of material input use was to some extent 
higher in 1981,7°* but not so much as necessary to 
offset the increasing scarcity of material inputs. The 
most successful countries in material input savings 
were Hungary and, especially, the German Demo- 
cratic Republic. The stable—and in the last three 
years even accelerating—NMP growth rates in the 
German Democratic Republic—can, in fact, be 
explained mostly by economic policy measures 
aimed at saving energy and raw materials, specific 
consumption of the most important energy sources 
and raw materials, as reported by the country, 
decreased during 1981 alone by some 5 per cent. 


The increasing tightness in material input supplies 
during 1981 may also have acted on the investment 
sector. In all countries of the region gross fixed 
capital formation growth rates were noticeably 
substantially lower than those of net material 
product. In some countries, as envisaged by the 
annual plans, even absolute contractions were 
recorded. 


The German Democratic Republic and the Soviet 
Union were the only countries in the region to 
indicate any growth in investment in 1981 (an 
estimated 1.8 and a reported 3.4 per cent respec- 
tively). Declines in the other countries ranged 
between 1 per cent in Romania, 3.6 per cent in 
Czechoslovakia, an estimated 5 per cent in Bulgaria 
and very substantial falls of 9 and 25 per cent, 
respectively, in Hungary and Poland. The big decline 
in Hungary, although justified by official commen- 
tators as a specific cost of the country’s objective to 
attain a sound path of internally and externally 
balanced economic development, implied a net 
capital formation ratio of some 16 per cent; this is, 
according to the same source, considered as 
approaching the technical minimum.’** An excep- 
tionally high decline by historical standards was also 
recorded during 1981 in Romania (some 6.7 
percentage points). The highest absolute decline of 
gross capital formation during 1981, however, was 
recorded in Poland. 


Slower growth or reduced investment levels as 
compared with NMP growth in 1981 was accom- 
panied by a further decline in the efficiency of 
investment. In fact, incremental capital:output ratios 
(ICORs), the reciprocal measure of capital produc- 
ticity in NMP terms, decreased only in the German 
Democratic Republic (from some 8.0 in 1971 and 7.1 
in 1980 to 5.8 in 1981), whereas in all other countries 
it increased (table 3.4.1). The reliability of ICORs as 


** This is true even for such an industrially developed count 
as Czechoslovakia: “According to the Prague-based Researc 
Institute for Foreign Trade, Czechoslovak engineering enterprises 
can only produce from a given amount of metallurgical raw 
materials products worth 2.5 times less than in the EEC. At the 
same time consumption of fuels and energy is 20 to 30 per cent 
higher per head than in most west European countries.” Financial 
Times, | November 1981. 


*** Thanks to savings in material expenditures, as reported by 
the 1981 plan fulfilment report (Rabotnichesko Delo, 3 February 
1982) Bulgaria recorded some 0.5 billion leva of above-plan profit. 


* Both judgements were given by В. а Chairman 
с 


of the Hungarian National Materials and Price Office, Magyar 
Nemzet, 24 December 1981, p. 3. 
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a short-term indicator, however, should not be over- 
estimated—not only because of obvious time-lags 
between the investment process and the putting into 
operation of fixed assets, but for the reasons 
discussed with regard to labour productivity 
movements in 1981. In other words, though ICORs 
are a longer-term determinant of NMP growth, 
short-term movements may be influenced by non- 
tae short-term factors, constraining NMP growth 
itself. 


Closely linked to movements in investment process 
are developments in the allocation of other resources 
for domestic use. According to economic policy orien- 
tations implemented for several years already, 
consumption funds in most east European countries 
and the Soviet Union (with possible exceptions in 
Bulgaria and Romania, for which figures were not 
available at the time of writing), tended to rise faster 
than net capital formation, but slower than net 
material product. This reflected in the first instance 
policy objectives to accelerate the growth of expendi- 
tures оп consumers’ material and cultural needs, and 
secondly, to provide room for a reallocation of 
resources to reduce foreign indebtedness. At least 
two countries, however, recorded different patterns 
in 1981. Real incomes per head, which reveal 
changes in both personal and social consumption, 
rose faster than NMP in 1981 in Czechoslovakia and 
Hungary (1.6 per cent against 0.2 per cent in 
Czechoslovakia and 2.2 against 1.8 per cent in 
Hungary, respectively). In the Soviet Union, real 
incomes rose only slightly faster than NMP (by 3.3 
per cent against 3.2 per cent), while in the Ukrainian 
SSR the growth rates of both were the same (3.0 per 
cent). Within resources for consumption, and in line 
with the long-term policy of all countries of the 
region, real wages rose slower than resources directed 
to social consumption’s funds. The range of real 
wage increases in the countries for which relevant 
data are available varied between 2.1 per cent in the 
Soviet Union and 1.0 per cent in Czechoslovakia. 
Hence, real wages rose in most countries at slower 
rates than NMP produced. Exceptionally, real wages 
rose faster than NMP in both Czechoslovakia and 
Hungary during 1981 (1.0 per cent against 0.2 per 
cent and 2.0 per cent against 1.8 per cent respec- 
tively). The authorities in both countries 
acknowledge that such relations cannot persist in the 
longer term and a reversal of this relative increment 
is envisaged in 1982. 


Very few data on foreign trade are included in 
annual plans or annual plan fulfilment reports, hence 
only tentative conclusions about trends in this sphere 
can be formulated so far. Annual percentage changes 
in foreign trade turnover reported by some countries 
(15 per cent in Bulgaria, 7.5 per cent in Czecho- 
slovakia, 10 per cent in the German Democratic 
Republic) implicitly suggest that in 1981, foreign 
trade in eastern Europe and the Soviet Union rose 
faster than net material product. The fact that these 
rates relate to the value of turnover, however, limits 
the significance of this conclusion, since substantial 
price changes took place on both the export and the 
import side. The foreign trade volume estimates 
given in section 3.6 do, however, provide a tentative 
basis of evaluation. 
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The different situation of the Soviet Union vis-a-vis 
eastern Europe in trade has given rise to some 
contrasting developments. The estimates reported in 
table 3.6.3, suggest that both export and import 
volumes in eastern Europe fell below the 1980 level 
in 1981. There was a significantly larger fall on the 
import side (6 as compared with 2 per cent)—in line 
with east European policy orientations to redress 
external imbalances which built up in 1976-1980. 
The consequent reduction in material input supplies 
and the growth constraints to which they apparently 
gave rise, could not have been avoided, given the 
need to readjust trade balances, except by a faster 
growth of east European exports. But the weakness 
in external demand and the persistent deterioration 
in eastern Europe’s terms of trade таде this 
impossible in the short term. 


However, the reorientation adopted did bring 
about some positive results: the estimated trade 
deficit of the east European countries in 1981. at 
$3.4 billion, is one-third lower than was recorded in 
1980 ($5.1 billion) and moreover, substantially lower 
than the average annual $5.9 billion during 1976- 
1980. As a longer-term objective, however, policies to 
encourage faster growth of export oriented 
branches—already implemented in Hungary and 
also, although on a smaller scale, in the German 
Democratic Republic and recently announced in 
Bulgaria—seem much more appropriate to the size 
and natural endowment of these countries than the 
implicit or explicit self-sufficiency option шсог- 
porated in some short-term foreign trade plans. 


The volume of the Soviet Union’s trade turnover in 
1981 increased markedly, but this was entirely due to 
imports. The volume of exports, after rising slowly in 
the three previous years, appears to have decreased 
by some 4 per cent in 1981. Since the terms of trade 
seem to be substantially improved, the balance of 
trade of the country recorded a surplus estimated at 
some $US3.9 billion—half the 1980 level but 
roughly the same as the average trade surplus 
recorded during 1976-1980 ($US 4.0 billion). 


Within the aggregate figures for eastern Europe as 
a whole, individual countries showed different 
changes. Czechoslovakia and Romania, if estimates 
were confirmed, may not only have further reduced 
their trade deficit but moved into surplus. On the 
same assumptions, Hungary and Poland may have 
slightly reduced their respective deficits. Foreign 
trade deficits in 1981 would have increased only in 
the German Democratic Republic and in Bulgaria 
after a surplus in the preceding years in the latter 
country. 


The apparent decrease in foreign trade turnover in 
volume terms, is rather different from the policies 
incorporated in the five-year plans. This can be 
partially attributed to the combined effects of several 
factors. Cumulated foreign trade deficits in all east 
European countries but Bulgaria forced most of 
them to reduce imports to much lower levels—in 
fact, temporarily at least, to the minimum possible. 
Decreasing possibilities for new borrowing (section 
3.6(iii)-—the more so since the substantially 
increased interest rates absorbed an even greater 
share of available foreign exchange—acted in the 
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same direction. The overall deterioration of the 
climate for economic co-operation in 1980-1981 
reinforced the effect of the above-mentioned factors. 
The east European countries and the Soviet Union, 
however, do not consider current trends to be lasting. 
but rather a temporary setback that should and will 
be surmounted. °°’ 


No big changes in management and_ planning 
practice were reported in the region in 1981, though 
there were some variations from country to country. 
Probably the least changes occurred in the German 
Democratic Republic and Hungary, management and 
planning practices of which in some respects (the 
comprehensiveness and procedures of central 
planning: price formation criteria and mechanisms; 
the degree of interaction between domestic and inter- 
national economic movements, etc.) are in fact rather 
different. However, in both countries the institutional 
structure is based on principles defined several years 
ago, so that subsequent change has taken the form of 
adjustments to the mechanisms developed earlier. In 
the Soviet Union, Czechoslovakia and Bulgaria, the 
process of change according a number of decrees 
approved during the last two years is taking place. In 
almost all of them, however, the scope of changes 
implemented so far, though the changes themselves 
are judged to be positive, is already being found 
insufficient. In particular the persistence of old style 
management attitudes is considered one reason for 
below-plan performance and for many of the other 
shortcomings registered during 1981.7 Both 
Czechoslovakia and the Soviet Union called for the 
full implementation of decrees approved in 1979- 
1980—not only during the year but particularly at 
the end of 1981 when the five-year plans for 1981- 
1985 and annual plans for 1982 were considered and 
approved. In Bulgaria, developments were more 
substantive. Calls to continue the implementation of 
the new economic mechanism culminated with the 
approval on 31 December, 1981 of two compre- 
hensive new decrees, which entered into operation 
on | January 1982. In Romania too, changes in 
management and planning were announced on 
several occasions in 1981, following the line of imple- 
menting “self-management and self-administration”. 
Concrete steps in this direction were taken during 


7 At the beginning of January 1982, М. Patolichev, the Soviet 
Minister of Foreign Trade, among others, pointed out: 
“Development of mutually beneficial trade with industrially 
developed capitalist countries is a feature of no small importance 
within the whole complex of foreign economic relations, which 
allow good use to be made of the advantages of international 
division of labour in the interests of the solution of our economic 
tasks.” Pravda, 9 January 1982. 


Two weeks later a similar statement was incorporated in the 
communiqué of the Executive Committee of CMEA: “All 
countries of the world are interested in the maintenance of normal 
Lg eae relations, including economic ones.” Pravda, 22 January 


*°* According to the communiqué given by TASS, during the 
consideration of the results of the annual plan for 1981, the 
Council of Ministers of the USSR stated: “Ministries and depart- 
ments of the USSR and Councils of the federal republics are 
slowly carrying on the work of rebuilding the style and methods of 
economic management; sufficient attention is not paid to imple- 
menting measures to achieve increased efficiency of production, 
the growth of labour productivity, an accelerated transition of 
industrial branches and of the national economy on to the 
intensive path of development.” Pravda, 23 January 1982. 


1981. Current domestic and foreign imbalances, 
however, also gave rise to the introduction of 
measures reminiscent of traditional management and 
planning mechanisms—including rationing of basic 
foodstuffs and rigid control of foreign trade transac- 
tions. By the end of the year an evident dissatis- 
faction with current management and planning 
practices was expressed, **’ indicating that the process 
of developing new economic mechanisms continues. 
The largest changes in economic management and 
planning during 1981 were announced in Poland. 
Several drafts for economic reform were published 
and discussed during the year. At the beginning of 
December 1981, the drafts of eight fundamental laws 
were forwarded to the Polish Parliament (Sejm). The 
introduction of martial law on 13 December, 1981, 
however, has affected all aspects of the country’s 
life—including economic ones. According to official 
statements, however, martial law was not introduced 
to prevent economic reform but rather to eliminate 
obstacles to its introduction and to create room for its 
implementation. *”° 


(v) Policy objectives for 1982 


The policy objectives of the east European 
countries and of the Soviet Union for 1982 were laid 
down according to the five-year plan strategies and 
also in response to short-term conditions which 
developed during 1980-1981. In most cases, annual 
growth rates in net material product terms are 
envisaged at levels slightly or substantially lower 
than those recorded in 1981 (except in Czechoslo- 
vakia and, to a much greater extent, in Romania). At 
the same time, NMP growth rates planned for 1982 
are somewhat and, in some of them markedly, lower 
(Czechoslovakia, Hungary, Romania) than the 
annual averages incorporated in the five-year plans 
for 1981-1985. Similar comments may be made for 
the industrial growth rates: except in Romania and 
the Soviet Union they are in most cases set at levels 
below those attained in 1980, reflecting anticipated 
problems of shortages in both domestic and 
imported material inputs. In most cases industrial 
growth rates in gross terms are higher than NMP 
growth, but there are some exceptions: in Romania 
the two growth rates retained (both in NMP terms) 


* In November 1981, N. Ceausescu, the President, pointed out: 
“We may say that the shortfalls have objective causes too, but they 
are especially determined by subjective causes, by the short- 
comings manifested in the activity of economic management and 
planning, in the world of Party and State bodies and organizations 
for resolution of the complex problems posed by the country’s 
socio-economic development.” Romania—Document-Events, 
Agerpress, 25-26 November, 1981, р. 5. 


7° On 25 January 1982, the Polish Parliament in plenary session 
adopted a resolution in which, among others, it was stated: “The 
Sejm states that the introduction of martial law was necessary 
since it was a lesser evil than the bloody confrontation which it 
prevented and since it created the possibility for a normal 
functioning of the state and its organs, of the economy and of 
social life.” Trybuna Ludu, 26 January 1982, p. 1. 

At the same session, W. Jaruzelski, the Prime Minister of the 
country, declared: “The decision to implement the economic 
reform, in spite of the dramatic conditions of the crisis, constitutes 
a measure of our determination to carry out a complete and 
consistent transformation.” Jdem, р. 3. 
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are roughly the same, while in the German Demo- 
cratic Republic the gross industrial growth rate is 
slightly lower than that of NMP (4.6 as compared 
with 4.8 per cent, respectively). The industrial growth 
rate of the Soviet Union envisaged for 1982 is as high 
as the annual average in the 1981-1985 five-year plan 
(4.7 per cent). In all other countries the annual 
growth of industry in 1982 is set at levels slightly to 
markedly lower than the average NMP annual rates 
incorporated in the five-year plans. А rather 
unfavourable agricultural year and disappointing 
agricultural output in 1981 in most countries of the 
region conditions the higher-than-usual pattern of 
agricultural growth rates planned for 1982, and in all 
countries but Bulgaria and the German Democratic 
Republic (including also Poland where the 1981 
harvests were good) the annual growth rate of gross 
agricultural production is markedly and in some 
cases very substantially higher than targeted NMP 
growth. Figures for construction are only available 
for the German Democratic Republic (an annual 
growth of 2.0 per cent) and Hungary (a decline of 
1-2 per cent). 


Very few figures are available so far Юг 
employment and labour productivity. The longer-term 
trends discussed in previous sections suggest that the 
growth of employment in most countries will be 
below 0.5 per cent in the material sphere and that in 
some countries a further decline is almost certain. 
The bulk of NMP increments therefore will have to 
result from increasing labour productivity, as was 
pointed out in some annual plans for 1982 (for 
example, Bulgaria). 


Not many figures have been reported so far for 
material inputs. Energy, fuel and several crucial raw 
materials, in particular metals, will remain the major 
limitation on any substantial expansion of economic 
activity, since available material inputs will stay 
virtually the same or, in some cases and in several 
countries, could even fall in absolute terms. All east 
European countries and the Soviet Union, therefore, 
envisage important economies in energy, fuels and 
raw materials. 


All countries of the region pay special attention in 
their annual plans to foreign trade issues. The east 
European countries in particular, have expressed 
dissatisfaction with the results attained during 1981. 
The growth constraining effects of foreign trade 
might be accentuated especially in Czechoslovakia 
and Romania—the two countries where economic 
performance appears to have been most affected by 
external imbalances in 1981. The greatest difficulty in 
the field of foreign economic relations, however, will 
undoubtedly be experienced by Poland—not only 
because of its high foreign indebtedness and heavy 
debt servicing liabilities, but also because of its 
currently low export capacity, high import 
dependence and the economic sanctions recently 
imposed by some western countries. 


No. substantial changes are envisaged in the 
allocation of resources for domestic use ш any country 
of the region. Gross capital formation in all east 
European countries and the Soviet Union 15 expected 
to lag behind the growth of net material product, 
only slightly in Romania but probably more 


noticeably in Bulgaria and even more so in other 
reporting countries. In Czechoslovakia and Hungary 
a decline in volume terms is even envisaged by some 
3.3 рег cent in the former and by possibly 4—5 per 
cent in the latter country. Consumption growth will 
continue in most of them to outstrip the rise in net 
capital formation, but will lag behind the growth 
rates envisaged for NMP produced. Real incomes per 
capita are expected to rise by 2-3 per cent during 
1982, but may remain roughly unchanged in 
Hungary and Czechoslovakia—and even decline in 
the latter. Since social consumption is expected to 
rise faster than total consumption, real wages will rise 
in most cases more slowly than real incomes рег 
head. There may be some exceptions however; low 
NMP growth rates in some countries may bring 
about stagnation of real wages in those countries in 
which their rise during 1981 outstripped NMP 
growth, while in other cases the need for a much 
more stimulative wage fund distribution practice 
might boost real wage growth above the growth of 
real income per capita. This is particularly so in those 
countries where larger cuts in_ subsidies are 
envisaged. 


Within these general trends, the annual plans of 
individual countries have a number of specific 
features determining their current economic situation 
and their five-year plan preferences. 


In Bulgaria, the annual plan for 1982 envisages an 
NMP growth rate as high as 3.6 per cent, compared 
with the 4-5 per cent estimated for 1981 and ап 
average annual five-year plan growth rate target of 
3.7 per cent. According to the annual plan, gross 
industrial output will continue to grow faster than 
that—by 4.5 per cent. Gross output of agriculture 
should rise by about half the industrial growth rate 
(2.2 per cent). Almost all the increase of net material 
product in the country is expected to be attained by 
labour productivity increases, the growth rate for 
which (3.5 per cent) is planned at 97 per cent of the 
NMP target. Gross capital formation, for the first 
time in the annual plan, is expected to rise at a 
slower rate than NMP. Some 70 per cent of 
investment envisaged for the material sphere is to be 
directed to the reconstruction and modernization of 
existing capacities, thus implying a larger share of 
machinery and equipment in total investment. 
Foreign trade is targeted at faster rates than NMP, 
while the requirements of foreign markets, according 
to new regulations introduced in 1980, will determine 
the economic activity of the country and individual 
enterprises to a greater extent than hitherto. The 
share of the socialist countries—in particular the 
CMEA countries—is expected to rise further. Total 
consumption is expected to rise more slowly than 
NMP, so that real incomes per capita will increase by 
some 3 per cent. Within this, social consumption 
funds (with an annual rate as high as 3.5 per cent) 
are expected to outstrip the increase in real wages, 
for which no figure was reported. From 1 January 
1982 a comprehensive new economic mechanism was 
introduced, the main characteristics of which are the 
strengthening of cost-accounting, systems 
(khozraschet), an extension of enterprise financial 
self-sufficiency, together with the establishment of 
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closer linkage of wage funds with output marketed 
within and outside the country. 


Judging from the annual plan targets, the factors 
constraining economic expansion in Czechoslovakia 
will continue to strongly affect developments in 1982. 
NMP growth is planned at 0.5 per cent only— 
slightly, higher than the 1981 outcome (0.2 per cent) 
but nonetheless considerably below the average 
annual rate envisaged by the 1981-1985 five-year 
plan (2.0-2.6 per cent). Industrial gross output 1s 
expected to rise by nearly the same rate (0.6 per 
cent), while gross agricultural output growth 15 
scheduled at 3.2 per cent. This could be attainable in 
view of the previous year’s 3.4 per cent decline in 
output. Underlying these historically low growth 
targets is the country’s determination to achieve 
external economic balance. Accordingly, a decline of 
as much as 3.3 per cent is envisaged for gross capital 
formation, while levels of social and_ private 
consumption are to be no more than maintained. 
roughly at the levels already achieved. Special 
attention is paid in the plan to the accelerated imple- 
mentation of five-year plan objectives, ю the 
attainment of further shifts of the economy on to the 
path of intensive developments—particularly with 
regard to reducing material inputs per unit of output. 
It was reported that the country’s heating oil supplies 
in 1982 will be approximately 1.6 million tons—17.3 
per cent—lower than in 1981. Hence very specific 
economy targets for fuel and other raw materials are 
envisaged. Foreign trade turnover increases and 
targets for the balance of payments with the non- 
socialist countries are ranked amongst the most 
demanding tasks of the annual plan. First growth 
priorities are accorded to trade with socialist 
countries, but a still high 7.5 per cent growth with the 
non-socialist countries is envisaged. Czechoslovakia 
is at the same time actively seeking new markets, 
since it ranks as one of the most import and export 
dependent countries of the region. 


Judging by the annual plan for 1982, the German 
Democratic Republic envisages further development 
along the lines recorded in the last five-year period. 
The 4.8 per cent increase in NMP incorporated into 
the plan is slightly lower than those recorded during 
1981 and envisaged by the five-year plan 1981-1985 
(5.0 and 5.1 per cent respectively). Average labour 
productivity increases as high as 4.5 per cent imply 
that about 94 per cent of NMP growth will be 
provided from labour productivity increases. 


Gross industrial output is planned to rise by 4.6 
per cent, construction by 2.5 per cent and agriculture 
by only 0.2 per cent. 


No gross investment growth rate was reported, but 
other indicators—not least the five-year plan objec- 
tives—suggest some decline in volume terms. The 
bulk of gross fixed capital formation will be directed 
to the rationalization and modernization of existing 
productive capacity, and investment productivity is 
expected to increase substantially against 1981. 
Demanding targets have been set for energy and raw 
material savings. During 1982 the overall 
consumption of energy is scheduled to fall by 4 per 
cent, consumption of rolled metals by 6.5 per cent 
and cement Бу 5.5 per cent, while the total quantity 


of raw materials recycled should increase by 4 per 
cent. Foreign trade turnover is targeted to increase 
by 15 per cent (almost certainly in value terms), with 
the share of the socialist countries in the total set at 
some 70 per cent. The pattern of the allocation of 
resources for domestic use are not given in detail but 
will probably stay roughly unchanged. 


The annual plan of Hungary for 1982 is deter- 
mined by a strategy of strict adherence to balanced 
economic growth, particularly as far as foreign 
economic relations are concerned. The annual 
growth rate of NMP is planned at 1.0—1.5 per cent, as 
compared with 1.8 per cent recorded in 1981 and an 
average annual 2.6-3.2 per cent envisaged in the 
five-year plan for 1981-1985. 


However, the rates retained for gross industrial 
and agricultural output (2.0-2.5 and 4.0-4.5 per cent 
respectively), suggest that a higher NMP growth 
outcome during 1982 isnot excluded by the 
Hungarian planners, since these two sectors 
accounted together for some two thirds of the 
country’s NMP in 1980. Demanding targets are set 
for foreign trade: in volume terms exports should rise 
by 6-8 per cent and imports by 2-3 per cent in 1982. 
With regard to the allocation of resources for 
domestic use, gross capital formation in current 
prices is expected to remain roughly at the level of 
1981, thus implying a decline by possibly 4—5 рег 
cent in volume terms. The bulk of investment will be 
directed to the modernization and reconstruction of 
productive capacity; the share of construction in total 
investment will fall, and efforts will be directed 
toward increasing the efficiency of the investment 
sector as a whole. As in 1981, when an increase in 
NMP produced was accompanied by an unchanged 
level of NMP distributed, real incomes in Hungary 
during 1982 are expected to be maintained at levels 
already achieved—or possibly to increase by 0.5 per 
cent. The average monthly wage in the country is 
scheduled to rise in nominal terms by 4—5 per cent ог 
roughly the same as retail prices (up to 5 per cent); 
this implies an unchanged level or a slight fall in real 
wages, particularly if any rise in Ше social 
consumption funds takes place. 


No annual plan for 1982 has been approved in 
Poland, since the overall socio-economic situation of 
the country at the beginning of 1982 did not provide 
any firm ground for projections. According to the 
recovery programme announced in the autumn of 
1981, the implicit intention of the government is to 
arrest the sharply declining trend in industrial 
performance recorded in the last seven years; to 
maintain or possibly to increase agricultural output 
and thus to arrest any further decline in NMP. 
Judging by the general trend toward slower growth 
since 1976, as well as the factors mentioned above, 
this may be a difficult task to perform. At the same 
time, the country has reached a point where a 
substantial upturn is indispensable. 


Judging by the annual plan for 1982 in Romania, 
the authorities are becoming increasingly aware of 
the rather ambitious nature of the five-year plan 
targets. Indeed, the 5.5 per cent NMP growth rate 
envisaged for 1982 would, if attained, and taken in 
conjunction with the 2.1 per cent rise recorded in 
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1981, imply an average annual NMP growth rate for 
1983-1985 of as much as 9.4 per cent, if the rise 
targeted under the five-year plan provisions (an 
annual average of 7.1 per cent) were to be attained. 
The annual plan of Romania for 1982 therefore calls 
for higher efficiency in all sectors of the national 
economy, especially as far as energy, fuels and raw 
materials are concerned. The industrial growth rate 
envisaged by the plan is roughly the same as for 
NMP (5.6 per cent), while agricultural gross output is 
expected to rise faster (by some 6.0-7.9 per cent). To 
boost the growth of the national economy, the plan 
includes a 5 per cent growth target for gross capital 
formation—very close to the NMP objective. Other 
resources for domestic use are likely to rise at lower 
rates—the more so since the 14 per cent growth rate 
of foreign trade turnover incorporates targets for 
faster export growth than for imports following a call 
for import cuts pronounced at the time the plan was 
prepared. As far as the geographical orientation of 
foreign trade in the Romanian annual plan 15 
concerned, an increasing share of CMEA countries 
in total foreign trade of the country is expected; 
Romania has severai times already indicated its 
dissatisfaction with present levels of trade with other 
CMEA countries—especially the Soviet Union, in its 
trade with which oil and other material exports now 
play a substantially less important role than in 
former years. *”! 


The annual plan of the Soviet Union for 1982 
envisages NMP growth rate of 3.0 per cent—slightly 
lower than recorded either in 1981 or scheduled as 
the average annual target in the five-year plan for 
1981-1985 (3.2 and 3.4 per cent respectively). If the 
growth rates forecast for gross industrial output (4.7 
per cent) and agricultural production (10.2 per cent 


271 The share of CMEA countries in Romanian foreign trade 
turnover amounted to 49.3 per cent in 1970 but fell to 38.0 per cent 
in 1975 and 33.8 per cent in 1980. Development of Economies of 
CMEA Member Countries in 1971-1980 (in Russian), CMEA 
Secretariat, Moscow, 1981. pp. 139-141. 


over average annual output in the 1976-1980 period) 
were achieved, the NMP growth rate could be 
higher, since a broad programme of energy, fuels 
and raw materials saving is envisaged. Within indus- 
trial output, production of producers’ goods 15 
expected to rise slightly faster than consumer goods 
(4.8 as compared with 4.6 per cent), thus implying 
that the preferential growth of the latter relative to 
the former envisaged in the five-year plan is reserved 
for the remaining years of the quinquennium. Gross 
capital formation according to the annual plan is to 
rise by 0.9 per cent in the state sector, indicating a 
higher investment efficiency and priority allocation 
to reconstruction, modernization and enlargement of 
existing capacities. The labour productivity plan 
target is a rise of some 4.1 per cent in industry, 3.5 
per cent in construction and 1.6 per cent in rail 
transport, and the average labour productivity 
increase of some 2.5 per cent should provide some 
five sixths of the NMP growth. Resources for total 
consumption, as in the previous period, are expected 
to rise faster than net capital formation but slower 
than net material product. Real incomes, therefore, 
should be some 2.1 per cent higher in 1982 than in 
1981. The wage fund of the national income is 
planned to rise by 3.2 per cent, and _ social 
consumption funds by 4.1 per cent (3.1 per cent per 
head of population). As far as foreign trade is 
concerned, a further expansion is expected, in parti- ` 
cular with the socialist, developing and some western 
countries. 


All in all, the analysis of economic developments 
in 1981 and of policy objectives for 1982 in east 
European countries and the Soviet Union confirms 
three main conclusions drawn on the basis of the 
analysis of major outcomes of developments in 
1976-1985. These are the presence of long-term 
decelerating trends in the economic development of 
the region, the identification and analysis of their 
causes, and the elaboration of economic growth 
strategies during the first years of the five-year period 
to create the foundation for stable or possibly slightly 
more buoyant growth in the second half of the 1980s. 


2. AGRICULTURE 


The objectives, targets and measures included in 
the five-year plans for the period 1976-1980 continue 
the global agricultural production development 
strategy on basically the same lines as in the 
preceding five-year period. The intention was to raise 
the efficiency of use of productive resources, taking 
into account the limited supply of agricultural land 
and a further decline, even if smaller than before, in 
the agricultural labour force. Further rises in capital, 
material supplies and technology, together with 
improvements in the skills and qualifications of the 
labour force, were allocated for these purposes. 
Industrial-type technologies were increasingly 
adopted, and links between agriculture and indus- 
trial branches supplying inputs or processing the 
output of the sector were established. 


In the following paragraphs an attempt is made to 
analyse the recent development of the sector of 
agriculture in eastern Europe and the Soviet Union 
and to give information about planned development 
of agriculture in 1981-1985. This concerns mainly 
outputs, inputs, problems of efficiency and structure. 
The analysis is not dealing with the consumption side 
of agricultural products either for supplying the 
population with foodstuffs or the industry with raw 
materials. That is also valid concerning the role of 
agriculture in foreign trade relations of the countries. 


(i) Growth of output 


Plans for 1976-1980 paid special attention to 
optimizing agricultural output, and, in particular, to 
the removal of structural disproportions, and reduc- 
tions in the wide variations in output from year to 
year. Policies promoted a narrowing of the gap 
between the growth of livestock production relative 
to crop, and, in particular, fodder output. 


Targets for the growth of gross agricultural output 
in 1976-1980 were set in most countries at annual 
average growth rates 0.5 per cent above or below the 
results in the preceding five-year period—except in 
Bulgaria and Romania where accelerations of 1.4 per 
cent and 0.4-2.9 per cent respectively were 
scheduled. But, as can be seen from the text table 
below, the results were not in accordance with expec- 
tations. The total growth of output was smaller than 
planned. Crop production was generally charac- 
terized by slow growth and wide annual fluctuations, 
which enlarged structural disproportions in the 
German Democratic Republic. Poland and _ the 


Soviet Union (table 3.2.1, and chart 3.2.3 on page 
182). 


Growth of agricultural output “ 
(Average annual percentage changes) 


1971-1975 1976-1980 1981-1985 
Actual Plan Actual Plan 
Bulgariate (ay се 3.7 Dal 3.4 
Czechoslovakia РЕ De dea 1.8—2.2 
German Dem. Вер.. . 2.1 2.6 | 11 
Hungary . 355) 3.2-3.4 2.9 2.3—2.8 
Poland 32 3.0-3.5 0.5 oe 
Romania att «а 5.1-7.6 4.9 4.5-5.0 
Зомег ори: 25 3.0 157 DS 
Byelorussian SSR 2.6 2 1.6 2.1 
Ukrainian SSR р. 25 1.6 23 


Sources: National statistics, СМЕА Statistical Yearbooks, plan documents, plan 
fulfilment reports. 

4 Average annual percentage changes calculated on the basis of previous five-year 
period total. 


The development of livestock production was a 
primary feature of agricultural development over the 
last ten years in all countries. Efforts to increase 
output and improve nutritional standards were held 
back by the slow development of crop production in 
general and fodder crops in particular. Only 
Hungary succeeded ш ensuring а balanced 
development of crop and livestock production (see 
text table below). 


In Bulgaria, crop production accounts for more 
than half of total gross agricultural output. This is 
partially the result of natural conditions which 
favour the cultivation of high-value crops for indus- 
trial processing. Nevertheless, its share fell from 64.7 
per cent in 1970 to 52.2 per cent in 1980. Gross 
agricultural output increased by 4 per cent in 1981. 
In 1982. a growth of 2.2 per cent is planned. 


In Czechoslovakia, crop production averaged 45 
per cent of total agricultural output during 1970- 
1980, a share which has remained fairly steady over 
a long period. Agricultural production growth 
decelerated between the first and second half of the 
1970s, to an average annual growth rate of 1.7 per 
cent in 1976-1980. Crop production variations were 
very marked and had an impact on livestock output. 
Poor cereal harvests were a main cause of this 
moderate performance. After the good results in 
1980, performance in 1981 was disappointing; gross 
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Crop (A) and livestock (B) production and their proportions in total agricultural output 
(Average annual percentage change“ and average percentage share in total output) 


мень. о 


1971-1975 1976-1980 1980 1981 
А В А В 4 B 4 B 

Bulgaria 

Change . 0.1 50) 0.4 4.4 — Ou, 0.5 

Share. 59.3 40.7 54.5 45.5 922 47.8 
Czechoslovakia 

Change . 1.9 3.8 113] 2] 9.1 Bal = = 

Share. 45.2 54.8 44.3 557 44.3 55.7 42.6* 57.4* 
German Democratic Republic 

Change . (0!) 3.2 0.1 1.8 = Sr = 3.0% 5.0* 

Share. 45.0 55.0 40.3 5 38.1 61.9 36.9* (Heh ie 
Hungary 

Change . 2.6 3.7 2.4 85 6.9 1.5 Shes DDL 

Share. 53:5 46.5 Syl 47.9 52.4 47.6 Si 48.6 
Poland 

Change . 22 4.2 —0.5 1:7 S157 5.0 20.3 —1.5 

Share. 57.0 43.0 54.2 45.8 50.6 49.4 58.8* 41.2* 
Котата 

Change . 3.9 6.1 3.8 6.3 — 6.1 =P 

Share. 59.5 40.5 56.5 43.5 55:1 44.9 
Soviet Union 

Change . 0.9 4.1 Ne) 15 30 —2.0 

Share. 46.3 БЕЛ 45.8 54.2 44.8 552 


Sources: As for table 3.2.1. 


agricultural output fell by 3.4 per cent, of which crop 
production by 7.1 per cent. In 1982 an increase by 3.2 
per cent is envisaged. 


In the German Democratic Republic, livestock 
production accounted for 61.9 per cent of gross 
agricultural output in 1980. This mainly reflects 
disappointing performance in crop production in the 
previous five-year plan period, including wide year- 
to-year fluctuations and stagnating, in some cases 
even decreasing, yields per hectare of grain, potatoes 
and sugar beet. Due to increasing livestock output 
and relatively good results in crop production, total 
gross agricultural output increased by an estimated 3 
per cent in 1981. 


Hungary’s performance fell slightly below the 
target for agricultural output growth. The successful 
development of arable farming, especially maize, on 
the basis of high yielding varieties and increased 
fertilizer supply in large-scale farming, made possible 
a rapid rise in livestock output. Arable output 
continued to account for over half of gross output. 
Gross agricultural output stagnated in 1981 due to 
crop production which decreased by 2.4 per cent. In 
1982 a growth at 44.5 per cent of gross agricultural 
output 1s foreseen. 


In Poland, the rapid rise in agricultural output 
during 1971-1975 was reversed in 1976-1980. Several 
factors played a role. First, the large number of 
elderly farmers within the predominant private farm 


4 Five-year period over preceding five-year period. 


sector led to a liberalization of the terms of state 
pension eligibility, resulting in а _ considerable 
transfer of privately held land to the socialized sector 
at rates too fast to maintain the levels of efficiency 
with which it had previously been cultivated. Second, 
shortages of material inputs and unfavourable 
weather conditions in several years led to declines in 
arable and fodder output, which in turn caused falls 
in the livestock population and an_ increasing 
demand for food and fodder imports. Due to the 
sharp falls in agricultural output in 1979 and 1980, 
the average annual growth of production in 1976- 
1980 declined to only 0.5 per cent compared with 
1971-1975. Arable production fell below the 1971- 
1975 level, and the structure of output was marked 
by a fall of 8 percentage points in the share of arable 
output in total gross output. The situation improved 
in 1981. Gross agricultural output increased by 4.1 
per cent due to good results in grain production. 


During 1976-1980, Romania achieved the highest 
average annual growth rate of agricultural output in 
the region (4.9 per cent). In spite of some fluctu- 
ations, crop production increased considerably. On 
this basis. animal production developed fast and 
increased its share in total production from 40.9 per 
cent in 1976 to 44.9 per cent in 1980. 


The Soviet Union increased agricultural output on 
average by 1.5 per cent annually. Three successful 
years, including a record grain harvest in 1978, were 
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TABLE 3.2.1 


Gross agricultural output 


me 


Annual perceniage Percentage share of 
change total output 
ed Total Crop Animal Crop Animal 
Bulgaria 
бе 4.1 5.6 Dal SHES 42.5 
1977 о to ee —4.6 —9.5 1.9 54.6 45.4 
WO 7 Bs. et eres ток oN hte 4.3 4.4 4.1 54.7 45.3 
1979 ee ek ae eee И 6.0 5.6 6.5 54.5 45.4 
1980 nee: Pe, eee oe = ой 0.5 5212 47.8 
Blani198] еее: ое 4.7 a0 .. 
LOS eae. eat, ме pee 4.0 
Planul982 отно ods DD 
zechoslovakia 
LO7OM et: EP Le Ме: —2.4 —6.3 0.7 42.9 57.1 
О ку се а. с Е: 9.1 15.6 4.2 45.4 54.6 
LOSE eRe re ak we ES 2.6 2.8 DS 45.5 54.5 
19.7.9: о О о д —4.2 = = 43.1 56.9 
О, м в. а 6.1 9.1 37 44.3 55-7 
Plan 198i ee ee ee ee 2.6 6.8 = 45.8 54.2 
LOS Tae ШОС, ae, —3.4 =. = 42.6* 57.4* 
Ра в ae ee Se 
German Democratic Republic 
Об eee ee 53) —1216 —09 34.9 65.1 
Те oe Уж al 20.3 — 39.2 60.8 
LOTSA ле tO ae ee 1.4 0.8 Nea! 39.0 61.0 
LOOMS ake ЧАТЕ. Wa 2.8 4.8 ].5 39.7 60.3 
L980 Koes eee Е 0.5 =: Be 38.1 61.9 
Plangl 98 tps tee gees eee 0.8° Es BiG a ue 
ОН ate ie ь. т 3.0* = 0.3% 5.0 36.9* 631% 
ть eee о 0:22 ae a ae 
Hungary 
Я eet tei a. Bue = =51/.1 2a), 51.9 48.1 
OD ae i An eres 10.3 12.0 8.4 5257 47.3 
OSS ame cai et eee У ТЕ 2.0 1.0 3.0 52:2 47.8 
есь eee ae eae ЕЯ = 12 Sat 48.9 
TORO Ee PR ERS ae Te 4.3 6.9 [5 52.4 47.6 
Plan, ОЗ ма Но 3.0 С ee Е it 
JOR INGE: ASS ree 5: 0.0 и! 2.2 31:2 48.6 
Plank] O82eee say ster eS ches teed 10—45 35 о Lind 
Poland 
о ae ee Le 5.0 ал 58.8 41.2 
LOT AMEE ба BOR ма = 1.4 hy? 13.7 53.8 46.2 
1978) SHR URIBE 215 4.1 5.4 2.6 54.5 45.5 
1979 ии SMALE a Boers ==1(.5) — 307 ].3 53.2 46.8 
т О = {|b 0 50.6 49.4 
Plan 1981 . er Aw hs af cigs a ag ss 
198 lnceae seeded Ру дык 4.1 20.3 =: 725 58.8* 41.2* 
Plan 1982 . 
Romania 
Тб ель eta а 17.4 257 11.7 59.1 40.9 
LO atten} пены аи te —0.9 —4.4 4.2 57.0 43.0 
SMe Fee Meee аа ль 3.3 0.9 6.4 Бэй 44.3 
LOTION ee. SI Lae Ss) 6.1 4.7 56.0 44.0 
1980): Shee поме Зоя —4.1 о | = 55.1 44.9 
Plan 198i ay: Ge over 9.0° 7 ae xe 
Оке seryteidetmacy operas —0.9 
Раб 982 о а 6.8° 
Soviet Union 
ISTE SF 298 Кр. 6.5 18.2 25 48.0 52.0 
О У В А Е 4.0 —1.8 9.4 45.3 54.7 
LOTR SEZ чит сы Dail 5.0 0.8 46.3 53.7 
19794, 173 FOR Cob 99) 8 =i — 02 —0.4 44.8 55.2 


198051 ОО оон TOS > 210 —2.0 44.8 95:2 
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TABLE 3.2.1 (continued) 
a ВИ ВА ВАЙ 


Annual percentage Percentage share of 
change total output 
Country 
and period Total Crop Animal Crop Animal 
Soviet Union (continued) 
Plan 1981 . 11.7 
[OS 2. = 2:0) 
Plan 1982 . 10.24 
Byelorussian SSR 
LOGS ee IN Soy fy, 6.2 12.4 1.2 46.7 589 
OF ВО Ув. Ge KG A 1.5 41.7 58.3 
IDTSemreat ok 2 eben 6.8 18.5 =) 46.3 587 
1979. о. 0 On) =) 44.6 55.4 
оО: и. —10.4 =23:.5 0.1 38.7 61.3 
PLAT NOS Wee en ae ean 18.9 ne 
LOST, US. TRNAS. 9.8 
210х982 2% бое 25.060 Us 9.3 
Ukrainian SSR 
а, 10.8 26.8 И) 50.8 49.2 
И ме Mader ИЕ Ч. 5.2 — 1.3 He) 47.7 5-9 
О eee 8) AIM т 1 0.7 19 —0.4 48.2 51.8 
1979. —6. | — ORs =2.8 46.4 53.6 
Оба Sy —8.8 —2.2 44.7 5959 
Planel98ie- SIGE . To: 16.9 
19ST заза: Те ete №5 ley 
Plan 1982 . 


Sources: National statistics: CMEA Statistical Yearbooks; plans and plan-fulfilment reports. 


Я Net output including food processing industry. 
5 Agriculture, forestry and food processing. 

© Net output 

4 Over average annual output in 1976-1980 


followed by a period of very poor weather condi- 
tions. Despite the continuing growth of inputs as a 
whole, delays in commissioning investment projects, 
shortages of fertilizer, spare parts and transport 
facilities aggravated losses. The basis for increasing 
livestock output envisaged in the five-year plan was 
not achieved. Livestock output increased only by 1.1 
per cent annually on average, and there were falls in 
the absolute level of output in 1979 and 1980 despite 
increasing fodder imports. In 1981 the trend could 
not be reversed. 


The future development of agriculture in the regions 
as indicated in the five-year plan provisions, will 
include the following general objectives: to improve 
agricultural output in quantity and quality; to 
improve the level of nutrition by meeting the physio- 
logical norms laid down for protein, vegetable fats, 
vitamins and other mineral elements of the human 
Фе?” to stabilize agricultural output as a steady 
and renewable source of raw materials needed in 
many industrial production processes; to remove the 
pressure of agriculture on the foreign trade balances 
by diminishing import needs and expanding export 
possibilities; to increase the supply of inputs to 


272 In some countries of the region the gap is 10 to 30 per cent 
_with respect to several of these items, Е. Biro, Journal of Interna- 
tional Agriculture, Moscow/Berlin, 1/1979. 


agriculture in the framework of the whole national 
economy; and last but not least, to implement 
experience gained in organization, management and 
planning during the 1970s. 


Thus, countries of the region are stressing the 
necessity for improving agricultural performance. A 
common feature of plan targets for the farm sector in 
all countries is the intensification of the production 
process, implying improvements in efficiency and the 
better utilization of resources being seen as essential 
prerequisites of improved performance. Nonetheless, 
individual countries have singled out different 
development orientations. Bulgaria, Hungary and 
Romania are concentrating efforts on expanding 
their export potential and to building up stocks. 
Czechoslovakia and the German Democratic 
Republic are stressing self-sufficiency and _ the 
reduction of agricultural imports. The same may be 
true for Poland in the period up to 1985 although no 
plans have been published so far. For the Soviet 
Union, the problem of achieving stability and 
avoiding heavy year-to-year fluctuations in output is 
a central preoccupation, together with the achieve- 
ment of improvements in output and efficiency. 
These general targets determine not only overall 
growth rates but also the structural development of 
agricultural output—most countries stressing the 
necessity of aligning crop and animal production by 
faster development of arable output. 
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As can be seen from the text table above, the plans 
for agricultural output growth rates show consid- 
erable variations between countries. Whereas the 
Soviet Union and Bulgaria are striving to speed up 
the annual growth rate by at least 1 per cent or more 
in comparison with performance during 1976-1980, 
and indeed at rates equal to or exceeding those 
achieved during 1971-1975, Czechoslovakia plans 
only a small acceleration in growths is planned in 
the Germania. However, Romania still projects 
the highest rate of growth of all countries in the 
region—similar to the performance achieved during 
1976-1980 (4.5-5.0 per cent annually). 


Bulgaria plans to raise agricultural output by an 
annual average of 3.4 per cent in 1981-1985. The 
main task will be the rapid development of grain 
production and its more economical utilization in 
animal nutrition. In 1985, the annual output of all 
grains is expected to reach 10.5—11 million tons. On 
this basis, the volume and quality of animal 
production could be developed. Cattle and sheep 
breeding is to be intensified, especially through 
grazing in mountain regions. The existing agro- 
industrial complexes are expected to realize their 
potential and contribute to the development of 
private subsidiary farming as an associated element 
of socialized farming. 


Czechoslovakia intends to raise gross agricultural 
output by an annual average of 1.8—2.2 per cent in 
comparison with 1976-1980. Future development is 
determined by the need to create a stable fodder base 
for animal production, and to diminish as far as 
possible feed imports. This implies structural changes 
in agricultural production—notably, raising the share 
of grain and high-yielding or fodder roughage crops 
in arable output, reducing the share of livestock with 
high concentrate fodder consumption requirements, 
and the faster development of cattle breeding. 


The German Democratic Republic is concentrating 
its efforts to improve soil fertility in order to raise 
crop yields, ensure optimum use of domestic fodder 
supplies and remove existing supply demand 
imbalances, thereby reducing current high levels of 
fodder imports. The 1.1 per cent average annual 
growth rate of production foreseen is moderate—not 
higher than was achieved in the preceding five-year 
period. However, it seems to be clear that the already 
high level of animal livestock production can only be 
increased through improving efficiency in that sector. 


In Hungary, a small decrease in gross agricultural 
production growth compared with average 
performance in 1976-1980 is planned. It has been 
stressed that agricultural production should develop 
on the basis of improved efficiency, and that struc- 
tural shifts should respond to the demands of foreign 
markets, in addition to satisfying domestic demand 
in a balanced manner and at a higher level. Taking 
into account the targets fixed for crop and animal 
production, no change in their relative contribution 
to gross agricultural output will occur. 


The development of agricultural production in 
‘Poland cannot be assessed since medium-term orien- 
tations have not yet been published. The proposed 
economic reform pays great attention to agriculture 
as the major element in establishing a stable basis for 


food supplies. Progress will depend heavily on the 
supply of seeds, fertilizers and equipment including 
spare parts. But. even under favourable weather 
conditions for crop production such as in 1981, the 
rebuilding of the sharply reduced livestock 
population will take time. 


Romania, one of the countries of the region with a 
natural advantage for arable farming, anticipates an 
increase in gross agricultural production at the same 
rate as in 1976-1980 (some 4.5—5.0 per cent per year). 
Priority will be given to the intensive development 
and modernization of animal husbandry, which is 
expected to account for about 47 per cent of total 
production by 1985 (compared with 45.2 per cent in 
1980). Besides efforts to improve the efficiency of 
arable production, therefore, it is clear that the pace 
of livestock production will accelerate. 


For the Soviet Union, improvement in the food 
supply situation is seen as “economically and politi- 
cally the central problem of the five-year plan 1981- 
1985”.?7> Per capita. consumption of livestock 
products is one of the lowest in the region. Improve- 
ments will require a sharp reversal of trends in the 
use of inputs of all kinds. Over a whole range of 
indicators, agricultural efficiency has progressed less 
than other sectors of the economy—despite the 
allocation of up to 27 per cent of total investment to 
agriculture and agriculture-related industries during 
the 1970s. The result has been declining rates of 
output growth, and the appearance of serious struc- 
tural imbalances. These have led to increases in total 
grain imports to an extent equivalent to at least 
20-30 per cent of total feed grain requirements, 
compared with zero at the beginning of the last 
decade. Efforts during the five-year plan will, in fact, 
be focused on raising grain production as the basis 
for the development of agriculture as a whole. 


It is planned to raise average gross agricultural 
product by 13 per cent in 1981-1985 as against the 
average performance achieved in 1976—1980—the 
same annual average growth rate (2.5 per cent) as in 
1971-1975. Very ambitious plan targets have been 
set for grain and fodder output to create a stable 
basis for livestock production—though it is implied 
that by 1985 its share in total output will slightly fall 
from the 55.2 per cent recorded in 1980. In addition 
to the five-year plan provisions, a comprehensive 
food programme 15 being drafted covering the whole 
of the agricultural and food complex. 


(ii) Trends in agricultural inputs and efficiency 


All governments of the east European countries 
were and are increasing emphasis on improved 
productivity of land and labour, and are channelling 
significant resources into agriculture. Rapid mechan- 
ization through investments in machinery and 
equipment, better farming technologies, land 


** 1..1. Brezhnev Speech on the five-year plan final draft to the 
Central Committee of CPSU, Pravda, 17 November 1981. 
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СНАВТ 3.2. | CHART 3.2.2 
Арисш ге: output and factor inputs Agriculture: efficiency indicators 
(Indices, 1973-1977 = 100) (Indices, 1973-1977 = 100) 
BULGARIA BULGARIE БОЛГАРИЯ 


о 


180 -- | 
| 
а 
—160 
— 140 
120 
4 100 
а oe у aX 
| т о = L | | | я! sl | 4 
1975 1976 1977 Hs — SN — Wao 1981 1982 1983 1984 1985 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 — 1985 
CZECHOSLOVAKIA TCHECOSLOVAQUIE ЧЕХОСЛОВАКИЯ 
г = : 200 
=| 5 : 
на Е Е : 180 
|= = | : 
НЕ = Е : 160 
Е 4 | 
£ = 4E; 140 
140 Le. : 
Late 
I 7 о 
| re ет : 
a са я 
| si TE =a in Aa . 120 
. Ate : 
Ose. ts nV ny 
“see, ; omnia Е |5 
т: 
С г he 
---=-- 4 
faa | | | | : 

1975 — 1976 1977 1978 — 1979 1980 1981 1982 1983 1984 1985 1975 — 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 
GERMAN DEM. REP. REP DEM. ALLEMANDE ГЕРМАНСКАЯ EM. РЕСП. 
200 | - 200 

| : | | : 

180 — } | в : 180 
160}- : | i : 160 
| : = Е : 4 
140 }- : = |. 140 

| 4 A ie 
a Me {120 
: nnn NN 4 ils : | 
__ Дани : 
- Н : —{100 
| : 
| 
1975 19/6 1977 198 1979 1980 — 1981 1982 — 1982 1984° 1985 1975 — 1976 1977 1978 ^ 1970 1980 1981 1982 — 1983 1984 — 1985 


180 


CHART 3.2.1 (continued) 


HUNGARY HONGRIE 


Recent economic developments and five-year plans in eastern Europe and the Soviet Union 


CHART 3.2.2 (continued) 
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CHART 3.2.1 (concluded) CHART 3.2.2 (concluded) 
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CHART 3.2.3 


Gross agricultural output: total production, crop and animal production 


(Indices, 1973-1977 = 100) 
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CHART 3.2.3 (continued) 
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TABLE 3.2.2 


Employment in agriculture 
a че ВБ аа ВОИНА Е О О ПО ВОИС 


Economically active 14 | j 
ont ities РИА о 
о Labour force Percentage Labour force 
of а ver [( 7 op ‘ 
Total / sah ee hectares ву tnnual Pear Я 
Ol rercenlage active agric rd To a эегсешазе асе у автеиниита 
Period (thousands) change populate Ly ond ee : eee Adelie к ‘ing se 
| és 
Bulgaria Romania 
1976 1130 —4.9 26.2 18.2 3670 =") 35.8 24.5 
1977 | 082 —4.2 25.3 17.4 3559 —5.0 34.6 27 
1978 1057 52.3 24.6 17.0 3375) moe, 32.8 22.5 
1979 1056 —0: 1 24.4 17.0 3203 Sol 31.0 21.4 
1980 1047 —0.7 23.8 16.9 3088 50 29.8 20.6 
Czechoslovakia Soviet Union 
1976 1029 —0.4 13.8 14.7 26 600 0.0 22.8 5.0 
1977 1006 2 13.3 14.4 26 500 —0.4 21.9 4.9 
1978 987 =1.9 13.0 14.2 26400 —0.4 20.9 4.8 
1979 980 — 0:7 12.8 14.2 26220 —0.7 20.6 4.7 
1980 977 = 0.3 12.6 14.3 26 100 OES 20.4 4.7 
German Democratic Republic Byelorussian SSR 
1976 826 IRS 10.3 Be 1314 2 27.0 13.4 
1977 820 =07 10.2 13.0 1 286 25 26.1 31 
1978 823 0.4 10.1 13-1 1262 = 25.3 12.9 
1979 822 —0.1 10.0 13.1 1 243 1.6 24.6 12.8 
1980 823 0.1 10.0 13.1 1 223 =) 24.1 127 
Hungary Ukrainian SSR 
1976 1059 22:8 20.8 15.7 6341 0.1 25.4 15.0 
1977 1041 =: 20.5 15:5 6213 PAO) 24.6 14.7 
1978 1028 Sl.2 20.3 15:3 6 123 А 24.1 14.5 
1979 1029 0.1 20.3 55 | 5970 =i.) 23) 14.0 
1980 1037 0.8 20.6 15.6 5 866 Sits 2S 139 
Poland 
1976 4 758 го. | 28.8 24.8 
1977 4 685 ales) 28.2 24.5 
1978 4574 —2.4 275 24.0 
1979 4422 —3°5 DOr! 28.5 
1980 4310 о 26.1 В 
Sources: As for table 3.2.1. Czechoslovakia, Нипкагу. Poland, Romania and the Soviet Union — annual average: 
Note: Data includes total number of persons occupied in agriculture; Bulgaria. German Democratic Republic - census end of September 
Irrigation, technical education and the development In Czechoslovakia and the German Democratic 


of pre-production facilities and services have helped 
to improve labour productivity and hence offset 
decreases in the labour force. But the consumption of 
factors of production has grown faster than gross 
output. resulting in higher costs per unit of output 
and declines or very slow increases in net output. 
(between —1.5 and 0.8 per cent annually between 
1971-1975 and 1976-1980 in eastern Europe except 
for Romania—3.9 per cent—and 0.2 per cent 
annually in the Soviet Union). The current five-year 
plans aim to reverse these unfavourable trends. 


The number of employed in agriculture fell in all 
countries of the region. Romania and Bulgaria have 
experienced the biggest decline in farm employment. 
while it was smallest in relative terms in the Sovier 
Union. In most countries, the downward trend 
moderated during the second half of the decade. but 
in Poland. and Romania and the Soviet Union it 
speeded up (table 3.2.2: text table below: and charts 
3 Dekiandage. 2). 


Republic a certain stabilization seems to have been 
achieved, and no notable changes in agricultural 
employment took place in these countries in 1979- 
1980. The number of younger farm workers in both 
countries is. however, increasing slightly and 
improving the age structure of the labour force. 


In Hungary the decline in agricultural employment 
stopped in 1978. since when a slight increase can be 
observed. 


In all countries except Czechoslovakia and the 
German Democratic Republic, however. a relatively 
high share of the active population is still employed 
in agriculture indicating reserves remain Юг 
increasing labour productivity (see table 3.2.2). 


As a result of the decrease in the growth rates of 
agricultural output. combined with a less marked 
reduction in the labour force, growth rates of /abour 
productivity fell considerably during the second half 
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Agricultural employment and labour productivity 
(Average annual percentage change) 
ee 


Employment Labour productivity 
1971-1975 1976-1980 1971-1980 1971-1975 1976-1980 1971-1980 

Bulgaria 3 —4.1 26 3) eS 3.6 т 
Czechoslovakia . =) — lel 1g 5.4 3)55) of 
German Dem. Rep. = —0.4 1.4 9:2 1.6 : 

Hungary DS = —1.9 7.6 3:5 5.5 
Poland . —1.4 —2.4 —1.9 4.7 0.7 2:7 
Romania . =) —4.9 ай 11.5 9.2 10.3 
Soviet Union. —0.2 =| =).7/ 1.0 2.8 1.9 


Le A eo eS =k Le st a Ee ee еч 


Sources: As for table 3.2.1. 


of the decade—except the Soviet Union where a 2.8 
per cent annual average labour productivity increase 
reflects mainly reductions of agricultural 
employment. 


In the current five-year plans, no details on 
development of the labour force or labour pro- 
ductivity in agriculture are given. Nevertheless. the 
strong emphasis on intensification is intended to 
result in a fall of inputs per unit of agricultural 
output. This, together with a reduction in the still 
relatively large share of agriculture ш total 
employment, will give scope for future growth in 
labour productivity. Taking into account output 
targets for the current five-year period. and some 
further reduction of the labour force, productivity 
growth of about 4 to 5 per cent annually seems to be 
envisaged, ranging from around 2 per cent in 
Czechoslovakia and the German Democratic 
Republic—where employment is low relative to 
agricultural area and output growth plans are 
modest, to a fairly high 5-6 per cent planned annual 
average increase in Bulgaria. Romania and the 
Soviet Union. 


In the past decade (1970-1980). the area of agricul- 
tural land in the region as a whole rose slightly (table 
3.2.3). This was due to increases in the Soviet Union. 
Romania and Bulgaria. though the area fell in the 
other four countries (table 3.2.3). The area of arable 
land followed a similar trend, though the German 
Democratic Republic also recorded an increase in 
cropland. All countries were and are trying to reduce 
the decline in arable land due to the encroachment 
of industrial and infrastructural projects and by 
urbanization. They are also attempting to improve 
the quality of the existing area under cultivation. 
Despite its very large land area, land improvement 
has a high policy priority in the Soviet Union. 2” 


In April 1981 the CPSU Central Committe and the 
USSR Council of Ministers issued a further set of 


** This argument was put forward by 1. Salnikov in Sovier 
News, 31 March 1981: “It should be borne in mind that the 
territory of the Soviet Union lies mainly in latitudes with harsh soil 
and climatic conditions. ... Over 60 per cent of the area under 
crops lies in a zone where the annual precipitation is less than 400 
millimetres. This naturally limits the possibility of reaping bumper 
harvests and necessitates a large-scale programme of irrigation 
and watering of land. Areas with an annual precipitation rate of 
700 millimetres or more. i.e. areas possessing optimum conditions 
for farming, account for only 1.1 per cent of the arable land.” 


comprehensive decisions on the development of 
agriculture in the non-black earth, and in the central 
black earth zones of the Soviet Union. The decision 
devoted to the non-black earth zone envisages a 30 
per cent increase in gross agricultural production by 
1985 compared with the level reached in 1976-1980. 
This is to be achieved by extensive land reclamation 
work, the use of chemicals. together with a move 
towards increasing specialization by agricultural 
enterprises of the area. It is planned to allocate 40.5 
billion roubles of capital investment for this purpose 
during 1981-1985—20 per cent more than in 1976 
and some 20 per cent of total agriculture-related 
investment over the period. Collective and_ state 
farms. which benefited from 11 million ha of newly 
drained or irrigated land during 1976-1980. will 
develop a further 1.27 million hectares of drained 
and irrigated land during 1981-1985. *”° 


The decision on the central black soil zone. a 
region with favourable soil and climatic conditions, 
Stresses the outstanding importance of this area in 
the Soviet agriculture. Comprehensive programmes 
will be drafted for the improvement of soil fertility. 
More than 170 million tons of organic fertilizer will 
be utilized and 460 million roubles of investments 
will be spent on land improvement of various kinds. 
The material-technical basis of the region is to be 
expanded; 7.1 billion roubles will be allocated for the 
introduction of technological innovation in the culti- 
vation of maize, sunflowers and sugar beets and also 
in livestock farming. Agricultural supply services and 
product storage capacities are to be developed 
considerably. 

Ву 1985, the area of improved land in the Soviet 
Union should rise to 36.3 million ha—22 per cent 


more than in  1980—of which 20.8 million ha 
irrigated and 15.5 million hectares drained. 


In Bulgaria, irrigation is also emphasized. The 
irrigated area in 1980 extended to nearly 1.2 million 
hectares or 32.4 per cent of arable land. It is planned 
to irrigate a further 85.000 hectares during 1981-1985 
and improvements will be made on 100.000 ha of 
the existing irrigated area. 


In Czechoslovakia, the country of the region with 
the lowest land area per capita after the German 
Democratic Republic, agricultural investments for 


** Aussenwirtschaft der DDR. No. 23/81. 3 June 1981. 
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TABLE 3.2.3 


Distribution of agricultural land 


ны 


Arable land 


Agricultural 
land Hectare 
per 


capita 


Thousand 
hectares 


(thousand 


Country and period hectares) 


Thousand 
hectares 


Land under grain Land reclamation 


of which: 
Under wheat 

(thousand 

hectares) 


Per cent 
of arable 
land 


Drained 
(thousand 
hectares) 


Irrigated 
(thousand 
hectares) 


Per cent 
of arable 
land 


a 


Bulgaria 
1970 . 6010 3 632 0.43 2279 62.7 1014 27.9 1001 = 
1975. 5955 3 699 0.42 2323 62.8 912 24.7 1185 = 
1980 > 6 185 3700 0.42 2219 60.0 968 26.2 1197 = 
Plan 1985 1282 = 
Czechoslovakia 
1970 . 7093 4998 0.35 2671 53.4 1081 21.6 rT: ne 
19755: 7004 4908 0.33 2 834 577 1183 24.1 23 73° 
1980 . 6851 4810 0.31 2741 57.0 1197 24.9 Wi 52“ 
1981. 16“ So 
Plan 1985 160° 290° 
German Democratic Republic 
1970 . 6 286 4618 0.27 2 342 50.7 598 12.9 380 365 
1975 =. 6295 4 699 0.28 2562 54.5 689 14.7 620 447 
1980 . 6 269 4760 0.28 2575 54.1 707 14.9 899 1523 
1981 937 1584 
Hungary 
1970 . 6875 5189 0.50 3 108 59.9 1274 24.6 458 = 
1975. 6 770 5 126 0.49 3219 62.8 1251 24.4 487 = 
1980 . 6627 5026 0.47 2950 58.9 1276 25.4 444 = 
Poland 
1970 . 19 543 14 962 0.46 8 361 57.7 1985 13.3 425 3870 
О 19 209 14674 0.43 8093 552 1842 12.6 491 4514 
1980 . 18 947 14511 0.41 8035 55.4 1 609 11.1 И" 7630° 
Котата 
1970 14930 9733 0.48 6059 62.3 2366 24.3 731 = 
1975 14946 9736 0.46 6 348 55.2 2386 24.5 1447 = 
1980 14963 9824 0.44 6577 66.9 2279 23.2 2300 = 
LOST oy bs , 2318 
Plan 1985 10000 2900 = 
Soviet Union 
1970 . 545 778 223459 0.92 119261 53.4 65 230 29.2 10891 8375 
1975. 548 812 225462 0.89 127920 56.7 61985 ESS) 14241 11065 
1980 . . 553 565 226417 0.85 126 608 55.9 61475 Ziel 17 256 13 693 
Plan 1985 20 800 15 500 
Byelorussian SSR 
1970 . 9813 6171 0.68 2505 40.6 442 ИА 1578 
1975. 9785 6 128 * 0.65 2604 42.5 196 BED 139 2041 
1980 . 9 646 6 196 0.64 3139 50.7 209 3.4 163 2448 
Ukrainian SSR 
1970 . 42 356 34116 0.72 15518 45.5 6030 Neha 923 1367 
1975. 42 203 34259 0.70 16 540 48.3 7976 23.3 1484 1887 
1980 . 42 069 34 232 0.68 16473 48.1 8031 PRS) 2014 2378 


eS 


Sources: As for table 3.2.1. 4 Annual increase. Increase 1981-1985. 


improving soil fertility have priority. It is planned to 
irrigate 160,000 hectares and to drain 290,000 
hectares between 1980 and 1985. The necessity of 
land reclamation and other measures to improve soil 
fertility is underlined by the fact that the area 
available for agriculture has steadily decreased, 
especially during the previous five-year period 1976- 
1980 


©1979. 


The German Democratic Republic had only 0.28 
hectares of arable land per capita at its disposal in 
1980. It is therefore heavily dependent on the success 
of measures to economize and improve available 
land. In 1980, irrigation equipment for 49,000 
hectares of arable land and pasture was produced 
and about 62,000 ha. were drained. The irrigated 
area now covers 15.5 per cent, and the drained area 
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TABLE 3.2.4 


Investment and fixed assets in agriculture 


т 


Investment 


Fixed assets 


Percentage of 
Total 


Total 


Percentage of 


(millions (millions total fixed 
of n.c.u. Annual Investment of n.c.u. assets in the 
at constant percentage Total in the material at constant material 
Country and period prices) change investment sphere prices) sphere 

Bulgaria 
1976. EEE Spe 788 0.9 14.7 19.8 6 203 18.4 
о ee ES 874 10.9 14.2 18.9 6924 eA 
OTS che ее oe, Oe 787 — 10.0 ПИ 16.9 7600 17:3 
О Det tg ee? 778 Sel 12.9 Gal 7949 16.9 
в 8 894 14.9 12.6 17.4 8312 16.4 
ЗИ о в с 
Plan 1982 . 

Czechoslovakia 
Обе See meee snl 14420 = 10.9 We 169 222 14.9 
NO Trea acl a, ear. 15822 6.2 11.0 ТУ 180 362 14.9 
о = 16295 6.3 1:2 17.4 192 590 15.0 
1-е ee 15 210 = 10.3 15.6 705152 15.1 
ОВО ое 14 641 —3.7 OM 14.6 217610 а 
И о с 
Plan 1982 . 

German Democratic Republic 
Обь" ме в oe 5089 Dp) 11.3 14.0 50 256 ibe 
LOTT APOE, 5301 4.2 11.1 13:9 52 670 12.9 
LORS мы т. 5 150 —2.8 10.5 1333 55 387 12.8 
И с НЕ 5 068 0) 10.1 12.8 58442 12.8 
LO RO ais ae a 5050 —0.4 10.0 12.6 61 500 12.9 
О mites Pe es 
pian 1982p ree es ee 0.000" 

Hungary 
1976-51 es св 22990 =u 13:5 18.7 270900 19.0 
ao cee oe oe ee 25 080 ORT 13.0 17.8 286 400 18.9 
LOTR О на ПОБИТЬ 27360 9.1 13.5 18.3 302 800 18.8 
О al eee 26 845 S16) Nail WS) 320 600 18.6 
LOR ae ers о 23 793 —11.4 12.4 ee 349 362 19.0 
Mei ОЙ Ба ов 
TOS cae poten Joe ae a DYES? Woe 
Plan 1982 . 

Poland 
97 Gee eee et 93 000 ИЗ 14.7 18.4 1088 000 25.6 
о а ee с en OS'G00 135 16.2 20.5 1 168 000 25.0 
LOT Si eee eee eel 10900 5.0 16.7 21.4 1 251 000 24.7 
WHS и мые 1106900 = 175 Dh) 1 336000 24.5 
ОО cate in 88 600 lial 16.5 22.1 1420000 24.7 
Plan 1981 . Е 
Пе о 
Plan 1982 . 

Romania 
ПОТ eee eee. aoe: 21 868 IRD 14.4 Ngee) 148 401 11.2 
аа ee ee ee 24 S05 al 14.5 177 164 335 11.3 
И т eas 27302 11.4 13.9 16.8 176 331 11.1 
1979 See, по и 26 833 ЕДЫ 11 115% 187 404 10.9 
А а 28 600 6.6 13.6 16.3 
Рав eas eye 31 300 9.4 14.2 16.6 
о Sec 
Plate O82 то в en 42 800 

Soviet Union 
19:76, hasta docks 24 266 4.2 20.6 27.8 173 500 20.7 
1 a ое 24 908 2.6 20.4 27.6 187 000 20.8 
ные eae 25 787 39) 19.9 26.7 201 500 20.8 
ес all a taal 26 344 DD 20.2 27.0 216000 20.8 
а оса 26850 Це 20.1 27.0 230500 20.8 
1981 Я 37000“ 


Plan 1982... . .  32000% 


Agriculture 187 
о rs а ladles Yaw | SY 


TABLE 3.2.4 (continued) 


erator ME eh ee ee 


Investment Fixed assets 
Percentage of 
Toral Total Percentage of 
(millions (millions total fixed | 
я и =. Investment of п.с.и. assets in the 
Country and period : prices) oe See ея ь ие eee an ee 
Byelorussian SSR 

WKS eo 1055 —0.3 27.0 315 7400 28.5 
1977. 1077 2.1 26.1 30.4 8000 28.4 
1978. 1125 4.5 26.0 30:3 8 700 28.2 
1979. 1131 0.5 26.2 3.2 9300 27.8 
1980. 1143 И 2.3 321 10000 28.0 
98: ae bees 

Plan 1982 . 

Ukrainian SSR 

1976. 3895 0.6 PAS) 25.2 33500 ро 
1977. 3968 ВО 21.6 24.9 36000 23.0 
1978 . : 4 164 4.9 21.3 24.4 38 500 23.0 
| OO eee 4058 —2.6 215 24.5 41 000 23.0 
1980. 4046 —03 21.4 24.5 43 500 281 
О. 

Plan 1982 . 


Sources: As tor table 3.2.1. Ч Total agro-industrial complex. 


26.1 per cent, of agricultural land.*’* Quantitative 
orientations for 1981-1985 are not given in the five- 
year plan document, but it has been reported that 
soil fertility shall be improved up to 1985. The util- 
ization of organic substances will increase by at least 
20 per cent. Some 60,000 hectares of natural pastures 
will be improved and used more intensively. *’’ These 
measures will benefit from high priority, given the 
decline in grain and other yields per hectare recorded 
in 1976-1980 compared with 1971-1975. 


Hungary also stresses the preservation and im- 
provement of soil fertility, and a more intensive 
programme of land improvement. During the five- 
year plan 1976-1980 around 9 per cent of arable land 
was irrigated. The Law on the five-year plan 1981- 
1985 contains a provision for curbing the reduction 
of cultivated area: Hungary’s arable land decreased 
by more than 3 per cent between 1970 and 1980. 


Polana’s irrigated area in 1979 covered only 
517.000 hectares (3.6 per cent of arable land—latest 
figures are not yet available), but the total 
reclaimed—mostly drained—area increased from 
37.3 per cent of total arable land in 1970 to 43.0 per 
cent in 1979. On the other hand, the arable land per 
capita ratio decreased by more than 10 per cent in 
the last 10 years due partly to fast population growth 
and partly to losses in arable land of more than 
500.000 hectares over the period. 


Romania, which slightly increased its area of 
agricultural and arable land year by year during the 


276 Finheit, 10/1981. р. 1055. 
277 Neues Deutschland, 19 June 1981. 


last decade, will follow the same direction in 1981- 
1985. More than 150,000 hectares will be added to 
the area of arable land, which will rise to about 10 
million hectares. The area provided with irrigation 
facilities will rise from 2.3 million hectares in 1980 to 
2.9 million hectares in 1985. Emphasis is also placed 
on drainage, erosion control operations and the 
improvement of acid soils. 


A common feature in all countries of the region 
during 1981-1985 is the greater attention which will 
be paid to the maintenance and improvement of land 
and its fertility. This is underlined and supplemented 
by legal regulations and financial measures in all 
countries aimed at eliminating the loss of agricultural 
land to non-agricultural purposes. ’”* 


Gross fixed capital formation in agriculture during 
1976-1980 was stepped up by around 30 per cent for 
the region as a whole compared with investment in 
1971-1975. Romania heads the list followed by 
Poland. Whereas growth in the German Democratic 
Republic and Hungary was far below the average 
(table 3.2.4 and text table below). 


2 As an example, it can be mentioned that the German 
Democratic Republic Council of Ministers decided on new regula- 
tions on land use February 26, 1981. These have been in force 
since, | Мау 1981. The new regulation provides that any non- 
agricultural use of land must have the consent of the State. Land 
use levies will be used by the State (up to 400,000 marks for one 
hectare) to make the remaining area more productive. In this way, 
more than 50,000 hectares of land previously used for mining has 
now been reclaimed. as a result of substantial state investment; 
about one third of it is used for crop farming and the rest for 
forestry or water supply. Sozialistische Finanzwirtschaft 1981, 
1/1981 p. 22. 
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TABLE 3.2.5 


Stocks and deliveries of agricultural machinery 
(Thousand machines) 


a 


Stocks of tractors 


Agricultural Motor h.p. 
land in per 100 
hectares per hectares 
Motor h.p. tractor of 
Physical (in million (physical arable 
Country and period units й.р.) units) land 
Bulgaria 
19/65 aes 65.5 Shs) 95 95 
с о ев 65.0 37 96 99 
и. 64.4 3.8 97 102 
ew р Se ue 63.4 3.9 98 105 
Е ном о 62.0 4.0 100 106 
zechoslovakia 
1976". мм. 141.1 1,9 49 161 
1977 140.0 8.1 50 165 
1978. 140.0 8.4 50 172 
1979. 138.0 8.6 50 177 
1980. 136.7 8.8 50 182 
German Democratic Republic 
о Ил ean ae 137.7 oil 46 162 
о ке ка № в 137.4 7.9 46 166 
о Тов се 139.5 8.4 45 176 
1979 eat Rees aL ees 142.6 8.9 44 187 
И. Be оао № 144.5 9.3 43 195 
Hungary 
о Be 5955 3.6 114 70 
Oita 58.7 3.7 116 73 
1978. 56.3 3.8 119 75 
1979. 55.4 3.9 120 77 
1980. 555 4.1 119 82 
Poland 
1976 444.0 16.0 43 110 
1977 482.0 Wi 40 122 
1978 525.0 19.4 36 133 
1979 599.0 23.2 32 160 
1980 620.0 25.6 31 176 
Котата 
Oe р 128.0 7.9 ИИ 81 
ПИ а ор 138.5 8.6 108 88 
ISIS ee eee oe 138.8 8.7 107 89 
1979 5. 2 вазе. 140.0 8.9 107 90 
О д 146.6 9.4 102 95 
Soviet Union 
1976 2400 162.7 230 73 
1977. 2458 170.9 225 77 
1978 . 2515 179.1 220 80 
1979 2540 185.6 218 82 
1980 2562 191.5 216 85 
1981. 
Byelorussian SSR 
биз hase 105.9 о 92 96 
О tint ae. 109.0 6.3 90 102 
Е See 0123 6.7 87 108 
о ИЕ 52 The) 83 116 
1980. 32h 24 Quy SIL 3 1872 7.6 82 123 
1981. 
Ukrainian SSR 
ПЭубаяико делл wp 382.9 24.8 110 i 
1977 391.0 26.0 108 76 
1978 399.4 272 105 79 


Deliveries 
Grain 
Tractors combines 
6.2 1.1 
6.7 1.5 
5 1.0 
3.6 0.8 
во 0.6 
6.1 zal 
iY 2:1 
8.9 1.2 
UES 135 
6.3 1.4 
8.5 1.6 
9.3 0.9 
8.5 0.4 
8.3 0.3 
6.0 0.5 
5.0 Dal 
4.7 2.0 
4.2 2.2 
4.7 1:5 
4.5 1.1 
44.4 3.6 
53.7 3.8 
58.5 4.0 
58.4 4.5 
59.9 4.5 
11.9 5.6 
13.1 4.7 
14.8 ee! 
14.5 2.6 
15.3 4.6 
368.6 Ts) 
364.6 100.8 
370.6 Ley 
354.8 112.0 
347.6 117.5 
352.0 105.0 
15.4 3.9 
15.4 3.5 
17.4 3.8 
15.8 4.0 
15.0 4.1 
14.8 3.9 
53.7 15.2 
54.4 11.8 
53.7 14.1 


Agriculture 
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(continued) 
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Stocks of tractors 
Agricultural Motor h.p. 
land in per 100 
hectares per hectares Deliveries 
Motor h.p tractor of lee a = = 
: | Physical (in million (physical arable Grain 
Country and period units hep.) units) land Tractors combines 
Ukrainian 55К (continued) 
По. 403.7 28.3 104 83 SHO 13.9 
1980. 408.8 29.4 103 86 49.5 12.8 
1981. SO 12.0 


Sources: As for table 3.2.1. 


Changes in investment volumes 1976-1980 
(Indices: 1971-1975 = 100) 


Machinery 
Total and equipment 

Bulgaria . 123.9 139.6 
Czechoslovakia . FORTE 131.2 156.9 
German Democratic Republic . 110.8 104.3 
Hungary 115.3 ys 
Poland . 145.9 

Romania 155.0 Е 
Soviet Union . 129.3 152.8 


Sources: As for table 3.2.1. 


In Bulgaria, Czechoslovakia and the Soviet Union, 
expenditures on machinery and equipment rose 
considerably faster than total investment. On the 
basis of motor h.p. per 100 hectares, Czechoslovakia 
has now the second most highly mechanized 
agriculture in the region, after the German Demo- 
cratic Republic. The other countries are still far 
behind this level. In the German Democratic 
Republic, even taking into account the high degree of 
mechanization, the small rate of increases in 
machinery and equipment is noteworthy. 
Construction work still continues to account for a 
high share of total investment in the sector. 


The share of agricultural investments in total gross 
fixed capital formation showed slightly decreasing 
tendencies except in the Soviet Union. Large year- 


to-year fluctuations in many countries were also 
reported during 1976-1980, which seems to be 
related to over-long gestation periods, and other 
operational and organizational short-comings. On 
the whole, high capital inputs considerably increased 
the level of mechanization of agricultural work. In 
most countries grain, sunflower, sugar-beet and 
potato production in socialized farms 15 now highly 
mechanized. The degree of mechanization in special 
crops and animal production is still lower. 


The stock of fixed assets (text table below and 
tables 3.2.4 and 3.2.5) rose faster in 1976-1980 than 
in 1971-1975 in most countries. In Hungary. 
however, the average growth rate fell from 8.5 per 
cent annually to 6.6 per cent and in the Soviet Union 
from 9.6 per cent to a still high 7.6 per cent. This is 
still the second highest increase, after Romania, 
during 1976-1980. In the German Democratic 
Republic the stock of fixed assets grew at nearly 
unchanged rates—by around 5 per cent annually in 
1976-1980. Whereas the trend in machinery and 
equipment in Bulgaria, Hungary and Poland followed 
the trend in total fixed assets, in Czechoslovakia 
already by 1975 a relatively high level in mechan- 
ization had been reached. 


The slight decrease in investment growth in most 
of the countries during the previous five-year period 
was accompanied by decreasing shares of agriculture 
in total investment and in investments in the material 
sphere—except in Poland, where an increasing share 
was for allocations to agriculture registered, and in 


Changes in agricultural fixed assets 
(Average annual percentage change) 


———_—_—————————ДШ—Жж———»›—›—›—›ок,.ы—— 


Czecho- 


German 


Soviet 


Total Bulgaria slovakia Dem. Rep. Hungary Poland Romania Union 
Total 
ISAS 5 se 6.6 Sy) 5.0 8.5 4.8 es) 9.6 
TOT 61980 meer We) 6.1 tell 6.6 6.9 8.7 7.6 
Machinery, equipment 
VOT NOS tee: 5,8) 9.0 5.3 15.4 8.9 
ОВ ee ea 5.4 79 KOs Seo 


ООО nnn Ee 


Sources: As for table 3.2.1. 41976-1979. 
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Changes in capital intensity and efficiency 
(Indices: 1968-1972 = 100) 


ee Е 


Czecho- 


Bulgaria slovakia 


German 
Dem. Rep. 


Soviet 


Hungary Poland Romania Union 


A. Fixed assets per hectares of arable land 


oO 100.3 99.6 99.6 О 100.3 97.9 98.0 
WAS. 135.8 135.0 12357 148.9 129.3 154.0 154.0 
1980 . 194.2 190.8 158.5 209.3 182.6 221.4 221.3 
В. Fixed assets per employee 
1970 . 100.2 98.4 99.5 97.1 100.6 И 101.2 
ПТУ © 170.0 150.0 142.8 168.4 136.6 192.6 160.8 
1980. 277.8 219.6 187.5 243.7 214.7 5 249.0 
С. Fixed assets — gross output ratio 
По - 100.2 101.0 101.4 102.2 103.8 108.7 94.4 
SS)» < 119.5 118.4 129 1227 111.4 125.0 143.7 
1980. 164.1 147.6 136.6 149.8 169.4 149.2 193.1 


Sources: As for table 3.2.1. 


the Soviet Union where no change took place. The 
share of fixed assets in agriculture in fixed assets in 
the material sphere of the respective country fell in 
Bulgaria. Poland (despite an increasing share in total 
investment) and in Romania. И was more or less 
stable in the remaining countries. The relatively high 
rates of growth of capital inputs rapidly raised the 
capital intensity per ha of arable land and_ per 
employee. The process accelerated in 1976-1980 in 
comparison with 1971-1975 (see text table above), 
partly due to the decrease in the labour force. The 
fixed assets to gross output ratio also accelerated, but 
the rapid increase between 1975 and 1980 clearly 
shows that output development could not keep 
pace—every country suffered from disappointing 
performance in at least two years of this period—and 
that high rates of increase in inputs were unbalanced 
and failed to pay off in the form of increasing labour 
productivity or land yields. Clearly, costs per unit of 
output rose considerably and the overall efficiency of 
agricultural production decreased. This fact cannot 
be ignored whatever the socio-economic grounds for 
it might be. 


Trends in agricultural investments are difficult to 
assess for the period 1981-1985. Some countries did 
not give a breakdown of the total amount by sectors. 
Others did not explain the price basis of published 
absolute data in their plan documents. For this 
reason, errors in analysis and assessment cannot be 
excluded. 


All countries in the region are facing up to acute 
energy and raw material problems. The generally 
increasing price trend on world markets, to which all 
countries of the region are more or less closely 
linked. strengthens the similar trends within the 
CMEA market area itself. The negative trends in the 
relationship between net and gross output. outlined 
above. and the increasing costs per unit of output are 
forcing all countries to place intensification at the 
centre of their agricultural as well as their overall 
economic strategy for 1981-1985. On the other hand, 
the rapid increase in capital intensity over the last 


decade which seems to be not yet fully used does give 
a foundation for improvement in the future. 


While decreasing or stagnating growth rates in 
agricultural investments are projected for the five- 
year period 1981-1985, this is not paralleled by any 
‘decrease in the share of investment. In Bulgaria, the 
annual average increase of total investments is fixed 
at 2.7 per cent. Taking into account developments up 
to 1980, it cannot be expected that agricultural 
investment will rise faster than in the economy as a 
whole. In this case, the share would stabilize at 
around 12.5 per cent of total investment. For 

zechoslovakia no quantitative data are available. 
For the total economy it has been announced that 
the annual volume of total investment will not rise 
beyond 1980 levels. Therefore, stagnating or slightly 
decreasing growth rates in agricultural investments 
can be expected. Investment to increase soil fertility 
will take priority. Deliveries of 35,000 tractors are 
planned for replacement of old ones and for the 
extension of the machine stock. 


In the German Democratic Republic no increase in 
agricultural investment in absolute terms can be 
expected until 1985. The volume is likely to stabilize 
at about 5 billion marks—that is a stagnating or 
slightly decreasing share in total investments. At the 
centre of the investment effort, plant production, 
especially measures for increasing soil fertility and 
the solutions of storage problems for grain, non-grain 
and fodder crops, will take first place. The excessive 
share of construction work in agricultural invest- 
ments (61.2 per cent in 1980) will be reduced step by 
step. 


In Hungary, 12.5 per cent of total investments are 
planned for agriculture during 1981-1985, in line 
with the share achieved in 1980. Taking into account 
the range of values given in the five-year plan, 
average annual increases of between 0.5 per cent and 
1.0 per cent can be expected. Stress is placed on 
complex mechanization, energy-saving technologies 
and the updating of the technical basis of agriculture. 


SE a КАН. Ве 


Deliveries of machinery and equipment in agriculture in the Soviet Union 


a et re ee МИ 


(Indices, previous five- 


Units year period = 100) 


1971-1975 1976-1980) 1981-1985 , 1976-1980 1981-1985 
Tractors (thousands) . 1 700 1 820 1870 107 102.7 
Capacity (million h.p.) 119 150 187 126 121.3 
Lorries (thousands) . : 1 100 1350 1450 1722) 107.4 
Capacity (in thousands) . 3458 4866 6950 140.7 142.8 
Grain combines (thousands) 449 538.9 600 120 ES: 
Capacity (1000 kg/second) 2099 2 365 3 682 136 128.5 


—_—_—_—_—————————————————— — д_даид————ааЭо__—_——_—_ 


Energetic potential in agriculture in the Soviet Union 
(Million h.p.) 


1965 1970) 1975 1980 


Total 152.8 МЫ 322.0 457.4 609.0 900.0 
of which: 
Tractors . 50.3 84.9 121.8 169.9 216.8 287.3 
Combines 24.7 35.6 46.1 59.1 76.0 120.0 
Lorries oy eed 63.2 81.9 103.6 131.6 170.0 262.0 
Electrical installations . ie. 19.3 40.7 85.4 130.0 167.0 
Growthstotal,. ЕО. Ат. - 78.9 90.0 135.4 151.6 320.7 
of which: 
Per employee . 5.4 ТУ 2 16.8 25.4 39.0 
Рег 100 ha . 74.0 100.0 148.0 190.0 280.0 395.0 
Source: В. Ропотаптоу in Planoyvoe Khozyaystvo, 1981, No. 9 


In Romania, agricultural investment during the 
five-year period 1981-1985 will rise faster than in the 
total economy. According to the published data, an 
average annual increase of 6.8 per cent is planned— 
somewhat higher than the 5.2 per cent planned for 
the total economy. This will raise agriculture’s share 
in total investment from 14.2 per cent in 1980 to an 
average of 14.9 per cent in 1981-1985 (food industry 
included). Land improvement and mechanization 
are the main allocation priorities. 


In the Sovier Union, the total volume of invest- 
ments in 1981-1985 will increase by 10.4 per cent or 
by 2.0 per cent annually on average compared with 
1976-1980. Agricultural investment will rise 0.5 per 
cent faster, but growth rates will be lower than on 
average during 1976-1980. For the whole agro-indus- 
trial complex a share of 27 per cent of the total 
investment in the national economy is planned, 
equal to that during the period 1976-1980. It might 
be noted that investment in the agro-industrial 
complex will be about 44 per cent higher than the 
volume of investment allocations envisaged for 
energy and fuel. As stressed in the plan discussions 
and associated documents. large amounts will be 
allocated for the implementation of the complex 
food programme, which will embrace regional 
production specialization, agricultural supply and 
processing branches in the industrial sector. infras- 
tructural measures. new storage capacities and 
further mechanization of plant and = animal 
production. Farm machinery will be provided to a 
value of 30 billion roubles. This should considerably 
increase the degree of mechanization and boost the 


introduction of labour saving production methods in 
Soviet agriculture. The above text tables give 
detailed information about the industrial basis of 
Soviet agriculture in 1971-1980 and 1981-1985. 


Along with mechanization, the use of chemical 
fertilizers is an essential factor for increasing yields 
and improving agricultural productivity. During 
1976-1980. Czechoslovakia, the German Democratic 
Republic, Hungary and Poland were the most 
intensive users of fertilizer per hectare of agricultural 
land—with respective annual consumptions of an 
average of 350. 357, 290 and 250 kg per hectare 
(table 3.2.6). It seems that in the case of Czechoslo- 
vakia and the German Democratic Republic upper 
limits imposed by climatic and soil conditions have 
been reached. and that more efficient, rather than 
increased. application is now being stressed. Bulgaria 
increased fertilizer consumption considerably, appli- 
cations having currently reached 224 kg per hectare. 
Romania and the Soviet Union are still far behind this 
level, indicating that important reserves Юг 
increasing arable yields still exist—even taking into 
account that climatic and soil conditions in the Soviet 
Union limit the use of fertilizers in some regions. ’” 


In general, available moisture determines the area where 
fertilizer can be used most effectively. As fertilizer applications 
increase. the moisture required to secure full benefits also 
increases. Application of fertilizer in dry land farming is usually 
counter-productive. In these dry land areas. the restoration of soil 
fertility and the retention of moisture depends largely on the 
setting aside of fallow areas. The area of fallow land in the Soviet 
Union fell from 18.4 million hectares in 1970 to 11.2 million 
hectares in 1975—but rose to 13.8 million hectares in 1980. 
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In the east European countries taken together the 
total consumption of fertilizers rose by only 1.3 per 
cent between 1975 and 1980, due to the falling share 
of the sown area in total arable land in some 
countries and slightly smaller fertilizer applications 
per hectare in the German Democratic Republic, 
Hungary and Romania in 1980. The Soviet Union 
increased the total of fertilizer consumption by 
around 8.8 per cent during this period. 


As can be seen from the following text table, 
output of fertilizer in the region rose faster than 
consumption. 


Mineral fertilizers: production and consumption 
(Thousand tons, nutrient content) 


East European 
countries and 


East European the Soviet 
countries Soviet Union Union 
Production 
1975 10 683 21 998 32 681 
1980 12 355 24 767 By 122 
Domestic consumption 
1975 10 284 5 27535 
1980 10 416 18 763 29 179 
Balance 
1975 399 4747 5 146 
1980 1 939 6 004 7 943 


Source: CMEA Statistical Yearbook 1981. р. 239. 


Nevertheless Bulgaria, Czechoslovakia, Hungary 
and Poland are still net importers in spite of 
increasing Output in recent years. The ratio of 
production growth rates to consumption growth rates 
by countries between 1975 and 1980 shows the 
following picture: 


Czecho- German Soviet 
Bulgaria slovakia Dem. Rep. Hungary Poland Romania Union 
0.85 1.08 1.33 1.61 0.83 1.43 1.04 


Strong efforts are needed, especially in Bulgaria 
and Poland, to reverse the increasing shortfall 
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between supply and demand during 1976-1980. An 
extension of production capacities for mineral 
fertilizers is planned in the region. In Bulgaria. the 
output of fertilizers will nearly double by 1985 
compared with 1980. With around 1,250,000 tons of 
output, the level of fertilizer application per hectare 
of arable land could be raised to approximately 
330-340 kg. A smaller increase is foreseen in 
Czechoslovakia. Output will rise by only 8-10 per 
cent until 1985—similar to the German Democratic 
Republic. where changes in the composition of 
output (higher shares of granulated potash fertilizer 
instead of powder) and efficient application are 
stressed more than raising production and 
consumption. In Hungary, no data are given for 
output and consumption levels up to 1985 but the 
five-year plan 1981-1985 calls for continuous improve- 
ments in the utilization of fertilizers. In 1982 a 10 per 
cent increase in consumption is foreseen. Ambitious 
five-year-plan targets are set in Romania. The total 
output of chemical fertilizers is expected to achieve 
4,050,000 tons in 1985 (1980: 2.451.000 tons) and 
fertilizer deliveries to agriculture will amount to 11.6 
million tons within the period 1981-1985. This will 
permit application rates to rise from 131.5 kg per 
hectare of arable land to 232 kg. The Soviet Union 
has also retained high plan targets. Output is 
planned to increase by almost 50 per cent compared 
with 1980. In 1985, production could allow the appli- 
cation of 117 kg (nutrient content) to be applied on 
average per hectare of arabie land—besides 
increasing export possibilities. 


All countries in the region stress the necessity of 
improving the quality of mineral fertilizers. This 
includes: higher nutrient content per ton, lower 
transport and application costs; more granular 
fertilizers, which are easier to apply than powders; 
last but not least the production of complex 
fertilizers containing optimal ratios of nitrogen, 
phosphorus and potassium for specific crops and 
climatic zones. It is also planned to produce more 
liquid chemical fertilizers, since they are less energy- 
intensive and lead to lower nutrient losses. **° Besides 
that. more attention is paid to the application of 
organic fertilizers (manure and compost) because 


*° Economicheskaya Gazeta, 1981-1, No. 3. 


TABLE 3.2.6 


Supplies of chemical fertilizers and plant protection chemicals and consumption of electricity in agriculture 


nna д 


Fertilizer supplies (in 


Supplies of plant Consumption of electricit 


pure nutrient contenv) protection chemicals т agriculture 
ice ois у Нм КИЙ рег ва of 
в йа о Ч 0 То ЧО 
Country and period tons) anible land oo Bin ed sheen — НЯ i 
Bulgaria 

1976. 658 177 23.4 6.3 999 161 
Пе 742 199 26.3 en 924 149 
1978 . 738 198 35.3 9.4 988 160 
1979. 820 220 34.8 on 1118 180 
1980 . 830 224 40.0 10.8 1115 180 
1981. [Boe 198 a 
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TABLE 3.2.6 (continued) 
жи 


Fertilizer supplies (in Supplies of plant Consumption of electricity 
pure nutrient content) protection chemicals in agriculture Г 
Total Total KWh рег ha of 
Country and period ee Phy ae ae ies fa ре р 
п Е ГЕ НВ Е. ES Oe Eh a RY НИ OD ИИ EN 
Czechoslovakia 
LOT OUR A Ee ae 1674 341 53 bs 2473 354 
LOTT ETE SAY Tee ВА 1 633 333 rae ae 2584 370 
1978 eR Зо эле 1748 357 а о 2750 396 
A979 уса 1745 360 ah ae 2639 381 
О ag fst eee 1730 358 a, af 2 396 
Ро АНИ 1700 Е 
German Democratic Republic 
1976 29) SUE | 1 804 380 23.7 5.0 3500 556 
197 TRIG AB aS | or 1670 350 24.5 5.1 3497 556 
пвх Eek 1670 350 25.3 5.3 3783 602 
19D wi и 1713 359 26.7 5.6 3799 605 
О os toe ee 1637 344 27.0 в] 3891 621 
Нипвагу 
197 Gy caer he м № 1388 272 Re an 1751 259 
RL i> ев tee cule! 1511 298 a ee 1888 281 
О а = APES 1539 305 с: в 2062 308 
1979), Аа. Ч м. 1502 298 га aes 2089 314 
Они eee ay. Te 1399 278 8 a 2095 316 
Poland 
(OR emacs а 3671 253 51.1 3.5 3470 181 
ее со Ади, РАС 3586 246 57.1 3.9 3958 207 
ПОВ ПЕ hae 3606 252 49.8 3.4 4325 227 
979 ИИ" Оззи 3567 247 44.7 3.0 4811 253 
198076 OM) ЗЕ 3635 251 ie iy 5 360 274 
LOS Lege iets Gi ons 3 490 
Romania 
ое ра 1144 117 ac s 2521 169 
ПД ль ее 1128 115 sm bs 2481 166 
А te St. 1480 151 а ae 2610 174 
OTST cb ee а 1431 146 5S os 2564 171 
ТОО ыы... 1185 121 fe ae 2821 189 
Plananos levine. «2 - 1700 172 51.0 572 Bast ae 
Я eee es 1600 162* Bic ae 
Soviet Union 
ВО брт 17939 79 Re sag 82979 151 
о 18034 80 Ys ne 88 367 160 
199. же - - 18420 81 р ae 95 642 173 
LOTS errr frre 17 365 77 a ay 102 301 185 
19809 =... 18 763 83 512 2.3 111000 200 
Plan) 1981 ыы. - 20 155 89 ae о 
о оч 19200 
Byelorussian SS. 
Об At Pee oars. bi 1523 263 fs mo 2624 268 
(AM ied ete MEME et 1 506 260 at ree 2768 283 
1978: ПИБ м Бе 1528 263 a ee CHS 305 
1979 кре 1452 250 a БЕ 3121 324 
О миа кары 1470 253 ae Ke 3397 352 
ОВ. м а: 1600 
Ukrainian SS 
1976S erat. ИАА для 3623 110 в == 15285 362 
о пе © 3725 113 в ae 15 387 365 
NOT Set Spek eat ees 3 702 112 mus se 16681 396 
TOTO ray OR 3 387 103 a aa 17977 427 
19807. РНЕ 3713 112 oe 56 18 975 451 
LOST TF ete ee сы 3700 


ee 


Sources: As for table 3.2.1. 
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underfulfilment or requirements for lime and organic 
fertilizers. can reduce the benefits obtained from 
mineral fertilizers. 28! 


Closely linked to the problem of rational and 
efficient application of chemical fertilizers is the 
problem of transportation, storage and application 
technologies. To eliminate shortcomings in this field, 
the Central Committee of the CPSU and the Council 
of Ministers of the Soviet Union put into force a 
Decree on Measures to Strengthen the Material and 
Technical Basis of the Agrochemical Service and to 
Increase the Efficiency of Application of Chemicals 
in Agriculture during 1981-1985. *** The decree sets 
out a number of measures to develop the production 
basis of the chemical supply service, to bring about a 
reduction in losses of chemical products during their 
journey from factory to field and increased returns 
from their use. In 1981-1985 chemical storage 
facilities with a total capacity of 9,355,000 tons— 
considerably more than in 1976-1980—will be built 
and put into service. 


Output of plant protection chemicals 
(Thousand tons, active element) 


1970 1975 1979 1980 


Bulgaria у 14.6 19.0 16.9 
Czechoslovakia . 10.8 13.8 16.0 
German. Dem. Rep. . - WOR 43.4 SY Аа 
[Uno aly eee seas er) ey eee 4.9 16.3 228.1 287 
Poland . 6 10.4 12.6 2 10.5 
Romania . 24.8 35,9) 47.0 ce 
Soviet Union 164.0 264.0 284.0 262.0 
Total . 249.3 405.0 494.4 450.0 


Source: Aussenwirtschaft der DDR. No. 33/81. 


Whereas in mineral fertilizers on the whole the 
region is not only self-sufficient but a net exporter, 
output of plant protection chemicals does not cover 
demand and imports from outside the region are 
needed. Incomplete data (table 3.2.6) do not allow a 
full picture but it can be estimated that total 
consumption in the region was not less than 650,000 
tons (pure content) in 1980 compared with an output 
of about 450,000 tons (see text table above). The fast 
development of production between 1970 and 1975 
by more than 60 per cent slowed down to around 10 
per cent between 1975 and 1980. Hungary and 
Romania increased their production capacities 
considerably between 1975 and 1980; Czechoslo- 
vakia, the German Democratic Republic and the 
Soviet Union, did so at a slower pace. Falling output 
was registered in Bulgaria and Poland. On the other 
hand Bulgaria increased the application of plant 
protection chemicals per ha of arable land con- 
siderably, rates being now higher than in other 
countries of the region. In the current five-year plan, 


**! Organic fertilizers improve moisture retention and air circu- 
lation in soils and reduce the harmful effects of soil acidity on 
plant growth; thus application of organic fertilizers tends to 
enhance the effects of mineral fertilizer. 


*° Aussenwirtschaft der DDR, No. 23/81. 
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production will be expanded in Czechoslovakia, the 
German Democratic Republic, Hungary and 
Romania on the basis of specialization contracts 
within the framework of the CMEA. The Soviet 
Union plans to supply its domestic agriculture with 
650.000-680.000 tons of plant protection chemicals in 
1985. 


The consumption of electricity showed strong 
upward trends in all countries during 1976-1980. 
reflecting increasing mechanization of crop and 
livestock farming. But this investment also increased 
the costs of energy per unit of output. In line with the 
general orientation to save energy and to make its 
application more efficient, it can be expected that in 
1981-1985 the tendency will be probably reversed 
with the aim of restraining energy consumption 
increases in line with the growth of output and thus 
decreasing the energy consumption per unit of 
output, compared with the period 1976-1980. 


(iii) Trends in crop production 


In crop production some structural changes took 
place during 1976-1980. In fact, they were less 
marked with regard to the shares of the total area 
sown to grain as against non-grain crops; the main 
changes took place within these two sub-sectors of 
crop production. Whereas in eastern Europe on the 
whole the sown area for grain (including pulses) fell 
slightly, it increased in the Soviet Union by 3.2 per 
cent in 1976-1980 compared with 1971-1975. In the 
German Democratic Republic the area sown to grain 
rose by 5.1 per cent and in Romania by 3.9 per cent. 
Virtually no changes took place in Bulgaria and 
Czechoslovakia. The reverse trend can be seen in 
Hungary and Poland, which decreased their grain 
ae by 6.8 and 4.9 per cent respectively (see text 
table). 


Sown area, output and yields of grain (including pulses) in 
eastern Europe and the Soviet Union in 1976-1980 
(Undices: 1971-1975 = 100) 


Yields 


Sown area Output per hectare 
Bulgaria. 99.9 106.8 106.9 
Czechoslovakia 100.1 108.0 108.9 
German Democratic 
Republic. 105.1 104.1 99.2 
Hungary 93.2 110.7 118.9 
Poland 95.1] 92.8 97.6 
Romania . 103.9 130.1 124.9 
Eastern Europe . 99.0 108.0 109.2 
Soviet Union . 103.2 112.9 109.5 
Total . 102.4 RIES 108.4 


Source: CMEA Statistical Yearbook 198]. 


The area under wheat decreased in eastern Europe 
during 1976-1980 in comparison with 1971-1975 by 
4.3 per cent—mainly due to falls in Poland (12.6 per 
cent) and Romania (6.8 per cent). Hungary’s wheat 
area fell by 1.4 per cent while in Bulgaria, Czechoslo- 
vakia and the German Democratic Republic wheat 


sowing extended by 0.2. 2.9 and 4.8 per cent respec- 
tively. The Soviet Union reduced its wheat area by 
1.2 per cent. Trends in the area sown to rye were 
similar but stronger—falls of about 9 per cent having 
been registered in the Soviet Union as well as in 
eastern Europe. These decreases in the wheat and rye 
areas were more than offset by a rise in the area sown 
to barley which rose by 18.6 per cent in eastern 
Europe and by 19.9 per cent in the Soviet Union—to 
an annual average of 38.6 million ha during 1976— 
1980. Maize sowing gained ground in eastern Europe 
except in the German Democratic Republic. Its area 
rose by 5.2 per cent despite a decrease in Hungary. 
where the reduction was offset by increasing yields. 
The contrary development took place in the Soviet 
Union, where the maize area fell from an annual 
average of 3.6 to 3.0 million ha between 1971-1975 
and 1976-1980. 


_ Grain output in the region increased by 11.5 per 
cent during 1976-1980 as compared with 1971-1975. 
of which in the Sovier Union by 12.9 per cent and in 
eastern Europe by 8 per cent (table 3.2.7 and text 
table above). Output rose in all countries except 
Poland. The greater share of the higher performance 
was achieved by increasing yields per hectare— 
especially in Hungary which now records the best 
yields in the region. Considerable progress was made 
in Romania, the shortfall below the east European 
average existing in 1971-1975 having now been 
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vakia, the German Democratic Republic and the 
Soviet Union where existing grain maize varieties 
cannot be efficiently cultivated due to inadequate 
climatic and soil conditions. Rye is apparently losing 
its former position, except in the German Demo- 
cratic Republic and Poland where its share in total 
grain output also decreased—though it is still the 
biggest grain crop in those two countries. 2" 


A marked characteristic of grain production in the 
region is the year-to-year output fluctuations, as can 
be seen from the text table below. 


The high amplitudes in most countries clearly 
demonstrate that current grain varieties, fertilizer 
applications, land improvement and the level of soil 
fertility are not yet able to counterbalance the 
dependence of grain production on weather. It has 
been stated that many new agro-technical measures 
will have to be implemented, especially in the Soviet 
Union, where climatic differences between various 
zones suggest a greater degree of regional speciali- 
zation. **4 


In the 1981-1985 five-year plans, the promotion of 
grain production is one of the main objectives in east 
European countries, either as a basis for expanding 
livestock output and exports (Bulgaria, Hungary and 
Romania) or to fill existing gaps in domestic fodder 
supply (Czechoslovakia, the German Democratic 
Republic, Poland and the Soviet Union). 


Fluctuations in grain output 1976—1980 


Annual average 


Indices: 1976-1980 = 100 


output 1976-1980 
(million tons) 


1976 1977 1978 1979 1980 


Bulgaria . . . 7.98 
Czechoslovakia . 10.20 
German Democratic Republic. 9.12 
Hungary . 12.76 
Poland. 19.72 
Romania . 19.48 
Soviet Union 205.05 


107.4 96.1 Daal 104.8 96.6 
90.6 102.6 109.1 УЕ 106.5 
90.5 96.3 108.7 98.2 106.4 
90.0 97.4 106.0 95.5 111.0 

107.0 99.4 110.5 89.1 94.0 

102.1 96.0 99 99 104.2 

109.1 D555 115.8 87.4 9222 


Source: CMEA Statistical Yearbook 1981 р. 210. 


practically eliminated. Output increases in Bulgaria 
and Czechoslovakia were achieved almost completely 
by yield increases. No progress in this respect was 
registered in the German Democratic Republic, where 
the rise in output was fully due to the extended grain 
area, the relatively high level of yields already 
attained in this country remaining roughly constant. 
In Poland, sown areas and yields decreased, reducing 
output of grain to 92.8 per cent of its average level in 
1971-1975. In the Soviet Union, two thirds of the 
output increase of 12.9 per cent was due to higher 
yields: 


Within the structure of grain output, wheat and 
maize are gaining increasing importance, above all in 
Bulgaria, Hungary and Romania. Barley 1s favoured 
increasingly in all countries because of its role as a 
fodder grain. especially in countries like Czechoslo- 


The available data do not allow a full picture of 
planned total grain output in eastern Europe. Recal- 
culations from published data for 1985, and 
assuming that Poland’s grain output will recover 


28) Rye is the predominant grain on light soils poor in nutrients. 
About half the arable land area of the German Democratic 
Republic is sandy or loamy, so that rye is really an almost 
compulsory crop. 

4 |. Brezhnev; speech at the plenary session of the CPSU 
Central Committee, November 1981: “Until we have learnt to 
manage weather, work in agriculture should be skilfully adapted 
to climatic adversities. This presupposes a stricter specialization by 
the regions. This presupposes the introduction of such crops, of 
such agro-technical methods that ensure good crops both with 
shortage and excess of moisture. This presupposes, finally, the 
manufacture and better use of land improvement and more 
effective use of growing quantities of fertilizers will help lessen the 
dependence of agriculture on weather.” Pravda, 17 November 
1981. 
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during 1981-1985 at least to the 1971-1975 level. 
indicate that a total grain output of 93.5-94 million 
tons on average per year in the current five-year plan 
seems to be envisaged.”*** Compared with the 
achieved levels in 1976-1980, an average annual 
growth of grain output by around 3.5 per cent 15 
indicated. Output per capita—assuming that 
population development follows similar trends as 
between 1970-1980, (3 per cent growth on five years 
at an annual rate)—would reach more than 840 kg 
per head in the east European countries (table 3.2.7). 
Bulgaria plans to boost grain output by 30-35 per 
cent in comparison with 1976-1980. Taking into 
account the target fixed for 1985 (10.5-11.0 million 
tons) average annual harvests between 10.3-10.7 
million tons will be needed. In 1981, almost 8.6 
million tons were harvested. A main priority is to 
stabilize and increase production of maize. In 
Czechoslovakia, grain output of 12.4 million tons in 
1985 is envisaged. In comparison with performance 
achieved in 1980, the necessary annual increase 
would be 2.5 per cent and annual average output 
would reach 11.7 million tons. Taking into account 
the disappointing performance in 1981 (1.6 million 
tons below the planned 11 million tons), tremendous 
efforts and an average annual output of more than 12 
million tons in the remaining four years will be 
necessary to implement the 1985 target. The German 
Democratic Republic plans to achieve a grain output 
of 10,4 million tons and an average yield of 39.5 
quintals per hectare in 1985. This target seems to be 
modest, demanding no more than a 1.4 per cent 
annual increase over 1980. But the still lower 
planned increase in yields (about 0.9 per cent in 
average per year) and the targeted extension of the 
grain area by 120,000 hectares lead to the conclusion 
that factors other than fertilizer supply, selection of 
grain types or mechanization level hinder faster 
progress. The main difficulty at the moment seems to 
be stagnating or even decreasing soil fertility which 
has to be restored and increased in 1981-1985, as 
stated in many published documents and speeches. A 
switch towards organic fertilizer (manure and 
humus) is urgently needed. In 1981 about 9 million 
tons have keen harvested with yields of 36 quintals 
per hectare. Hungary has set a plan target of 
14.7-15.7 million tons of grain by 1985, based on 
yields of 45-48 quintals per hectare of wheat and 
55-57 quintals per hectare of maize. The implied 
average annual increase of about 2.8 per cent seems 
not to be very ambitious if it is possible to stabilize 
output and yields at the high 1980 levels, which are 
already close to the planned target. The development 
of the area sown to grain, currently declining, and 
the improvement of fertilizer supplies (about 
25 per cent of which were imported in 1980) will 
be the determining factors. Grain output in 1981 
achieved nearly 13 million tons, that is below the level 
of 1980, but in maize output and yields further 
progress was reached. 


** Plan targets for 1985 for Bulgaria, Czechoslovakia, the 
German Democratic Republic, Hungary and Romania sum to 
77.2 million tons (for Bulgaria and Hungary, mid-range data). 
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Poland had, after two disappointing years, good 
results of grain output in 1981. About 20 million tons 
were harvested. Targets up to 1985 are not yet 
decided. 


Romania, which recorded the highest percentage 
increase in grain output between the previous two 
five-year periods, has also set the most ambitious 
targets for 1985. The goal of a 28.5 million ton grain 
harvest in 1985 implies an annual average output of 
about 25 million tons—some 28.2 per cent higher 
than achieved in 1976-1980. The increases foreseen 
in yields of wheat, barley and maize are even faster, 
with annual average growth rates between 7 and 10 
per cent compared with the results in 1980.**° That 
indicates no extension of sown area for grain. so that 
the burden for achieving these ambitious targets will 
lay on the utilization of high-yielding varieties, 
comprehensive mechanization, the attainment of a 
planned high increase of fertilizer supplies, until now 
lower than in the other east European countries, and 
the influence of weather conditions. 


The Soviet Union has planned average grain 
output at 239 million tons per year in 1981-1985. 
This target is 16.6 per cent higher than the average 
achieved in 1976-1980. Average yields were planned 
to increase by at least 16.9 per cent (to 18.7 quintals 
per hectare}—higher efficiency being the most 
important source of accelerated output growth. The 
envisaged expansion of the area under grain by 
about 1.2 million hectares will clearly have only 
marginal importance. Taking into account the high 
weather dependence of Soviet agriculture, and the 
fact that nearly one out of 2-3 years is unfavourable 
for crop production, the very ambitious target could 
be implemented only if all measures to raise 
efficiency were to be implemented on time and if 
weather conditions were average to good in all years. 
The range of measures to be implemented is very 
wide: regional specialization, selection of varieties 
adapted to local conditions and soil quality, ?*’ 
increased fertilizer supply, exact harvest timing and 
the solution of all problems in the supply and utili- 
zation of agricultural machinery and equipment— 
including transport and storage facilities. *** 


With regard to other basic agricultural crops (table 
3.2.8) some structural changes took place in the 
region during 1976-1980. The area sown to potatoes, 
and also output, decreased in most countries (except 
Bulgaria and Romania). The more than 10 per cent 
reported area reduction was only marginally offset 
by small growth in yields per hectare (3-3.5 per 


*** The following yields in quintals per hectare are envisaged by 
1985: wheat 40 q/ha; barley 50 q/ha; maize 55 q/ha. 


*” It has been reported that so far only 10.15 per cent of crop 
varieties designed for specific regions of the country have all- 
round resistance to disease, and several thousand million roubles 
worth of crops are lost annually through disease and pests. Radio 
report; meeting of All-Union Academy of Agricultural Sciences, 
Moscow, April 1981. 


“In the current five-year plan, it is planned to put into 
operation grain elevators with a total capacity of 20 million tons. 
Most of these will be built in the major grain-growing areas of the 
RSFSR, the Ukrainian SSR and Kazakhstan. Radio report; 
Moscow, March 1981. 
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TABLE 3.2.8 
Production and yields of non-grain crops 


(Output in thousand tons; yields in quintals per hectare) 
— a ee 


Potatoes Sugar-beet Oilseeds Raw cotton 
Country and о gig 3c oF Vegetable Fruit 
period Output Yield output output Output Yield Output Yield Output Yield 
Bulgaria 
NST ie ее 355 118 1682 2126 ТУ 293 475 16.7 39.2 11.0 
1976 980. 370 105 1741 1963 1827 290 511 15.8 12.3 6.8 
TIS) р ао hee ия 424 108 19773 1860 2045 B37) 587 17.8 Wes) 10.9 
IEEG SP ль. 301 85 1639 1919 1414 267 493 14.2 Lier 95 
ЕЕ ee aS к. 1736 2136 к bas My, is = 
Czechoslovakia 
| Оо... 4571 153 1078 Л 6867 346 WS 17.8 = = 
1980. д... 3678 165 1015 659 7104 328 180 17.2 = = 
О Я FS 3725 172 1049 593 7613 349 120’ DI = = 
ОСД, 2 anes ro vcs 2695 136 974 772 7 230 392 252 19.2 = = 
1981 И we 
German Democratic Republic 
LON Oi mene See ti | 10.806 171 1141 571 5496 27 275 22.0 = = 
OTOL O SO ities ern 9873 175 1555 686 6510 267 301 22.8 = = 
ОДО ини. 6c, 12248 223 1659 1063 6502 263 215 17.3 = = 
WO SOR es oct ene 9215 180 1472 790 6 856 281 318 23.6 = = 
ол LO 460" 205 1995 301 
Нипвагу 
775 \ =a р ра 1 602 hg 1633 2200 3097 330 231 12.1 = = 
FOTO NOS Mes ме -. 1567 142 1 794 2347 3979 336 447 14.8 = = 
OR о ло я ие 1512 144 1752 2253 3928 349 5 16.3 = = 
1980 АА bear eS ¢ 1392 150 1793 255i 3941 376 620 16.7 = = 
eh ee rs he oe 1587 oe ee Me Axe Me 849 x = = 
Poland 
ЕТО ВО ae eee A783 NEL 3813 т 13 741 307 573 17.9 
Об ТОО (121242742 ТУТ 4 183 AG! 14 149 280 655 19.0 
ОО али 11, 649572 203 4720 1791 14154 311 257 12.5 
ОО к м. ob. 2639] 113 3847 1563 10139 221 583 ies 
198] . 
Romania 
WT LOT ба ке 3387 114 2675 2299 4758 221 1054 И Ae a, 
TATA Uh = 4 432 147 SIS 2 893 6 135 248 1190 137 0.6 2.6 
ое щие 4562 15] 3529 3 293 6 109 236 1 339 14.3 ],2 6.3 
О wees ees, errs ne 4135 141 3589 Des 5 562 234 1336 13.5 0.2 2.0 
ПОЗЖЕ Не ERP НАН hess 4009 ув 3828 1347 5409 ne Ys cas $e а 
East European 
countries 
ТО - 197 5%.) NF, OL 804 167 12022 8 864 35670 294 2733 15.2 39.2 11.0 
1976—1080. о 02662 72 13811 10265 39 704 285 3284 15.8 1209 6.3 
OFDMA ed ERIS 2272308 14482 10853 40351 3 035 18.7 
ОЗОН NE, 44:29 Wei 13314 10 226 35 142 267 3 602 13.4 11.9 9.0 
1981 . 
Soviet Union 
LOMO US tees. заме ek 8982 113 22974 12381 75 983 IT 6695 11.0 7667 27.3 
боб. еси 82571 117 26 326 15 170 88 446 Я 6 044 10.2 8932 29.3 
О они а 12469056 130 PINS) 16 303 76212 И OT 10.4 9161 29.6 
О т с 670% 96 27373 14 644 79 559 218 5327 9.1 9962 Я 


198i bee tare сес 12.000 ye 25 600 г: 60 600 Е: 9 600 
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TABLE 3.2.8 (continued) 
Sn ae es ee 


Potatoes Sugar-beet Oilseeds Raw cotton 
Tees Output Yield и tee Output Yield Output Yield Output Yield 
Byelorussian SSR 
1971—1975. 12986 142 753 411 1104 225 
1976-1980 . 12920 159 752 480 1249 246 
ИО - 15255 191 797 422 1383 270 
1980 . 9 332 119 733 414 1122 229 
1981. 13400 840 1400 
Ukrainian SSR a a 
ПОЕТ. 21019 111 6577 3653 45957 268 2712 15.8 
1976-1980 . 20 542 120 USI 3878 53 891 300 2422 14.3 
1979 . 23 128 135 7216 4840 47 085 263 2639 16.0 
1980 . 13 133 77 7 186 3139 48 841 274 2257 13.4 
1981. 19 000 6 100 4000 36500 
East European countries 
and Soviet Union 
KASS) 157 586 131 34996 21245 111653 237 9428 12.0 7706 
1976-1980 . 145 233 136 40 137 25 435 128 150 250 9 328 11.7 8945 
ОУ = 162994 41697 27156 116563 9112 9 180 
1980 . 2 106 40 687 24970 114701 231 8929 10.2 9974 31.6 
1 Sie 


Sources: As for table 3.2.1. 7 Sunflower. 


cent). Output in Poland in 1980 was 46.7 per cent 
below the result in 1979. The generally falling 
tendency in potato production is obviously linked to 
consumer demand patterns (Czechoslovakia and the 
German Democratic Republic)—and the declining 
importance of potatoes for feed purposes (especially 
for pigs, where feed grain is gaining ground). No 
figures are given for potato production in 1981-1985; 
the area sown to the crop may be stabilized to 
maintain production for human consumption, and 
also to supplement pig fodder supplies. 2*° 


Sugar-beet production is gaining importance. Its 
area expanded in all countries Бу 8-25 per cent in 
1976-1980, by 15.9 per cent in eastern Europe and 8 
per cent in the Soviet Union relative to 1971-1975. 
Output grew more slowly than the area sown in 
eastern Europe, declining yields having been 
registered in most countries (except Hungary and 
Romania). In contrast, output in the Soviet Union 
rose by 16.4 per cent and average yields by 9.2 per 
cent. In all countries yields have been subject to wide 
fluctuations from year to year. As a crop type with a 
high nutrient value, sugar-beet is also very sensitive 
to soil fertility. Besides covering growing domestic 
demand and providing raw material for sugar 
production and exports, its importance for fodder 
purposes is growing in some countries (Czechoslo- 
vakia and the German Democratic Republic) and 
more will be allocated for feed. All countries: will 


*” “Another important matter 15 to increase the production, 
widen the variety and raise the quality of potatoes, ... to preserve 
them better and to cut losses drastically. Potatoes deserve a special 
mention ... With the present structure of food product production, 
it is wrong to reduce cultivation of potatoes.” L. Kostin; interview, 
Moscow, 6 May 1981. 


attempt to stabilize or increase yields and to raise the 
sugar content. In Romania the sugar-beet area will 
be expanded from 270,000 hectares in 1980 to 
350,000 hectares and an output target of 12.5 million 
tons has been set. 


Output of oilseeds tended to expand in 1976-1980 
in eastern Europe. It rose in eastern Europe by 20 per 
cent, due to expanded area and higher yields (except 
in Bulgaria and Czechoslovakia). In view of fodder 
protein shortages, the progressive decline in this crop 
(by 10 per cent between the two previous five-year 
periods) in the Soviet Union is surprising. 


Output of raw cotton in the Soviet Union grew 
remarkably, increasing by 16.5 per cent in 1976— 
1980. Average yields rose by 7.3 per cent. In 1980, a 
record harvest of around 10 million tons was 
gathered, with average yields of 31.7 quintals per 
hectare. Raw cotton has proved to be a relatively 
stable crop; its high export value has provided a 
financial basis for Soviet agricultural imports. The 
output in 1981 achieved 9.6 million tons. 


(iv) Livestock output 


Livestock numbers increased during 1976-1980 in 
eastern Europe by 5.5 per cent in comparison with 
1971-1975; in the Soviet Union, the rise was 6.2 per 
cent (in conventional units—table 3.2.9). А 
remarkable feature in the structure of livestock is the 
growing share of pigs in all countries (except 
Bulgaria) and of poultry (except Poland). The 
increase in pigs and poultry in most countries results 
primarily from their suitability for rearing in factory 


TABLE 3.2.9 


Livestock and livestock output“ 
мж—з—зжзьь 


Livestock (thousand head) Livestock output (thousand tons) 


Total 
of which: iy ый м { which: Milk ; 
Country and period Cattle cows Pigs goats units Seal а ; ey м Wool 
Bulgaria 
LOTS OTS =a Coen 1567 666 3030 10229 3999 574 117 1728 1721 32 
1976 1980 sabe ль 1817 729 3653 10562 4472 746 153 2033 2136 34 
HENS Ss ВИО ВИ 1839 736 3830 10969 4584 782 162 2205 2253 35 
о лек. 1843 723 3808 10900 4579 788 165 РЯ 2446 35 
У VO Не о 1854 ИР 3842 11 205 789 2243 2463 
Czechoslovakia 
LOTTO Se ee, ee 4497 1913 6 339 1033 6 348 1256 123 5420 4267 4 
Об Оо 14841 1902 6883 932 6 799 1454 159 5 696 4 691 4 
ТОО Ae Saeed oe a 4915 1903 7588 938 7095 1 467 169 5) 13} 4732 4 
ТО а 5002 1902 7894 967 7218 1654 172 5966 4900 4 
О р. 2:5 4900 1899 7303 
German Democratic Republic 
LSS eee ok ЕЕ 5 454 2 164 10845 1 828 8570 1 600 113 7215 4 690 8 
LOGS ORO ee cee ooh 5 582 2142 11957 1986 9059 1821 137 7289 5287 11 
Пение а ane 5596 2125 1232 2004 9 142 1824 140 7193 5219 1] 
SSO bee ot eee tee Vo os 5 123 2138 12 871 2062 9458 1 899 145 7243 5514 12 
ПОЗЕ Дм: 5749 2122 12 869 2 169 
Hungary 
ПЕ ee eee И Л =1926 771 7542 2013 5219 1298 255 1 768 3521 8 
TOTO OS Oe о a 1 933 777 8067 2782 5599 1 467 325 2290 4475 1] 
CE. 53a ae 1950 780 8 355 2938 5695 1522 331 2465 4721 1] 
О А. 1911 765 8 265 3 105 5 662 1541 347 DSS 4 385 12 
AOSTS Se eee ee 1945 8 300 3 043 1556 2659 4297 12 
Poland 
LOFT Sa on eee eA 943 6 137 20 155 2743 20 169 2708 199 16068 7575 9 
1976—1980 = sta, ВА вх 14121054 5820 19 635 3513 19453 3064 374 16814 8523 12 
ПО ВЕ fee el 2 164 5840 20983 3 633 19 732 3257 419 16965 8670 14 
О ео, ap 11937 5 666 18 734 3490 18 662 3141 441 16499 8902 13 
19S leer ne о 411496 5723 19052 2 538 Ио 8900 
Котата 
Тя FR Soe 5 860 2485. 8579 14 621 10501 1169 213 4365 4241 31 
1976—1980. 3-2... 6433 2634 10543 15 615 12096 1623 363 5422 6 193 35 
21201981985 ея = 7300° 15000° 21 500° 8 620 64° 
1970 Seer aes ed sc e013 2 682 10899 16 195 12 345 1 760 411 5659 6 766 37 
1980 Se АЕ 6485 2670 11542 16212 12554 1769 406 5480 6442 37 
ет оао 034] 11305 15 583 
Eastern Europe 
LOTM=J975 Паро Gaede 31.247 14 136 56 490 32 467 54778 8605 1020 36582 26015 92 
19761980 ии т. и 32660 14004 60 738 35 390 57778 10175 1511 39544 31305 107 
1979 vee ‘аб Гл >32977 14 066 63 787 36677 58 593 10612 1632 40210 32361 113 
Тоба: 324:7\.1%.4113230]1 13 864 63 114 36 736 59132 10792 1676 39957 32589 113 
Е вы 32.285 oe 62 671 
Soviet Union 
То. LOO Se 2a) 41157 67 646 147367 136986 14 004 335 87446 51408 442 
4976—1980... .-. 2 1134565: 42899 70 866 147400 145538 14826 1 828 92700 63100 460 
Pian 1981—1985... 18 200° 102 000? 
979 ие ee ode пе 25100 "43,310 73 898 149423 148895 За OS 93130 64750 475 
ТО М. 450574: 43;389 73 382 147487 149297 15 100 2103 90900 67900 443 


аа о. КИН 700+ 43.600 73200 148000 и 200 =e 88500 70900 454 
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TABLE 3.2.9 (continued) 
a Г И0о8окококоКок Кд аа—ы—Д—ПП—ЙМ—ШБИШЫ—— ЖЖ 


Livestock (thousand head) 


Livestock output (thousand tons) 
3. 


Total 


of which ead hand Meat of which: Milk Eggs 
Country and period Catile cows Pigs goats units total poultry total (millions) Wool 
Byelorussian SSR 
ПОЛЕТ < 6432 2609 4161 623 789 50 5720 2276 2 
1976-1980 . 6695 2733 4456 566 884 И 6270 2824 1.1 
929: 6 735 2748 4437 564 925 78 6252 2938 пы 
1980 . 6 766 2737 4562 570 873 88 6 157 3 033 И 
1981. 6880 2744 4711 576 831 STIS 3101 т 
Ukrainian SSR 
197119758 23 137 8851 19 769 9223 3280 373 20 360 11215 27 
1976-1980 . 25 084 9 187 19°723 9 104 3465 465 21768 13522 28 
1979 . 25 552 9289 20 149 9 185 3 638 503 21 628 14 135 28 
1980 . 25 368 9271 19 783 9051 3 467 507 21 108 14505 27 
1981. 25 400 9 300 19 900 9 000 3570 20700 15 200 27 
Soviet Union and 
Eastern Europe 
ОЛ 5 1371819 55298 124136 179 834 191763 22 609 2355 124 028 76 728 534 
1976-1980 . 146 116 56856 131628 182790 203012 25 001 3335 132 152 93 492 564 
ПО = 148077 57376 137685 186 100 207488 26093 3 649 1335554496900 582 
1980 . 147 358 57253 136496 184223 207428 25 773 3779 130587 99390 571 
ПО. 147 985 135 871 а Ae = 


Sources: As for table 3.2.1. 


Note: Livestock numbers based on the end-year census. Meat is in carcass weight. 
Eggs include only hen’s eggs. Wool is raw wool on a greasy basis. 


4 Annual averages over five-year periods, 


farm conditions. This type of production method, 
however, is fodder intensive—particularly with 
regard to feed grains and other concentrates. 


With respect to livestock by type (in absolute 
numbers), the number of bovine cattle in eastern 
Europe developed slowly—by 4.5 per cent during the 
period 1976-1980, or an average annual change of 


In terms of cows. Conversion ratios: cattle (other than cows) 0.6; pigs 0.3; total sheep 
and goats 0.1; horses 1.0; poultry 0.02. Source: Spravocanik po planirovaniju sel'skogo 
khoziaistva (Moskow, “Kolos”, 1974) p. 151. 


© Goats excluded 


about 0.9 per cent. In the Soviet Union, a 6.5 per cent 
total increase was recorded. The ratio of cows to total 
cattle numbers fell everywhere—even in the Soviet 
Union, where the absolute number rose by a total of 
4.1 per cent in 1976-1980 in comparison with the 
annual average in 1976-1980. In eastern Europe the 
ey of cows fell by 0.9 per cent on the same 
asis. 


Structure of herds“ 
(Percentage share; total livestock = 100) 


Cattle 


Pigs Sheep and goats Poultry 
1975 1980 1975 1980 1975 1980 1975 1980 
Bulgaria . 29.8 30.5 26.5 25.0 23.4 287 17:3 18.2 
Czechoslovakia. 54.1 52.1 Swell 32.8 1.4 ile} 12.4 13 
German Dem. Rep. . 47.3 45.3 39.0 40.8 BD 25) 10.7 10.9 
Hungary . 28.9 25.7 41.6 43.9 4.1 5.3 22.4 30.0 
Poland 46.8 49.5 30.0 30.6 Nea) 92 9.2 8.7 
Romania . mn 43.1 395 24.2 27.6 13.1 12:9 14.4 15.6 
Eastern Europe. 44.6 43.1 5 32.8 5.8 6.3 127 13:3 
Soviet Union 61.1 58.0 Weed 14.7 10.8 9.8 10.7 13.8 
Total. 56.2 53.8 18.2 Wed DS) 8.8 1:3 13.6 


Source: CMEA Statistical Yearbook 1981. 
“In terms of conventional livestock units (see table 3.2.9). 


Sheep only. 


Share of cows in total number of cattle 
(Percentages) 
eee 


1971-1975 1976-1980 
Е ee ee ee A ВЕК 
Bulgaria ; 42.5 40.1 
Czechoslovakia . ЧЕ 42.5 3933 
German Democratic Republic . 39.7 38.4 
Hungary 40.0 40.2 
Poland . 51.4 48.3 
Romania , 42.4 40.9 
Eastern Europe . 45.2 42.9 
Soviet Union . 38.6 37.8 
Total . 40.1 38.9 


Sources: As for table 3.2.1. 


_ The decreasing share of cows reflects their 
increasing productivity, as indicated by long-term 
trends in milk yields per cow. But frequent fluctu- 
ation in this indicator suggests that. besides annual 
fluctuation in fodder supply, the herd replacement 
rate is still too high, which destabilizes average yield 
per cow from one year to another. 


_ In eastern Europe. the average number of pigs 
increased by 7.5 per cent or about 1.5 per cent 
annually during 1976-1980, and by 4.8 per cent or 
just under | per cent annually in the Soviet Union. 
Sheep numbers have grown rapidly in eastern 
Europe, sheep and goats together raising their share 
in total livestock (in conventional units) from 5.8 per 
cent during 1971-1975 to 6.3 per cent in 1976-1980: 
the number of animals rose by 9 per cent during that 
time. There was virtually no increase in the number 
of these animals in the Soviet Union. A review by 
countries shows that Bulgaria developed cattle and 
pig husbandry relatively rapidly, whereas the tradi- 
tionally high population of sheep and goats rose only 
moderately. In Czechoslovakia the average number 
of cattle and pigs increased by 7.7 and 8.6 per cent 
respectively while the average number of sheep and 
goats decreased by 9.8 per cent. In the German 
Democratic Republic the already high number of 
bovine cattle rose slowly, but pigs grew by 10.3 per 
cent, and the average number of sheep and goats also 
increased—by 6.8 per cent. In Hungary, bovine cattle 
numbers virtually remained stable, but pig numbers 
rose by 7.0 per cent; an exceptionally large increase 
of 38.2 per cent was recorded in sheep and goat 
numbers. This was also the case in Poland, where 
sheep numbers grew by 28.1 per cent over the 
average herd size in 1971-1975, while the number of 
bovine cattle stagnated and pig numbers fell by 2.6 
per cent. The number of cows fell even faster (by 5.2 
per cent), so that the rebuilding of the cattle herd, 
which was already 5.9 per cent lower than the 
average for 1976-1980 in 1980, will need some years. 
Romania considerably increased livestock in 1976- 
1980, compared with the preceding five-year period: 
total growth in conventional units was 15.2 per cent, 
the number of cattle rising by 9.8 per cent and the 
number of pigs by as much as 22.9 per cent. 


The output of livestock products rose throughout 
the region (table 3.2.9). In the Soviet Union, meat 
output increased by 5.9 per cent and in eastern 
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Europe by 18.2 per cent, (average 1976-1980 over 
average 1971-1975). Bulgaria’s meat output grew at 
30 per cent. Czechoslovakia recorded an increase of 
15.8 per cent. In the German Democratic Republic. 
Hungary and Poland, meat production rose more 
moderately—by 13.8. 13.0 and 13.1 per cent respec- 
tively. In Romania, output rose very near to the east 
European average level of output per head. raising 
the production of meat by 38.8 per cent. 


From the text table above, showing changes in 
herd structures, it is clear that pig rearing has rapidly 
increased its importance in total meat production. It 
has developed quickly because of the faster repro- 
duction cycle and the shorter fattening time of pigs 
as compared with cattle. Poultry farming has also 
developed fast. its share in total meat output 
increasing in all countries (see text table below). 


Share of poultry meat in total meat output 
(Percentages) 


1971-1975 1976-1980 


Bulgaria ; 20.4 20.5 
Gzechoslovakia, Wea eel 9.8 10.9 
German Democratic Republic. . 7.1 es 
Hungary 19.6 22.2 
Poland . 1: 11222) 
Romania : 18.2 22.4 
Eastern Europe . 11.9 14.9 
Soviet Union . 9.5 12.3 

Total . 10.3 13.3 


Source: CMEA Statistical Yearbook 1981. 
а Calculations are based on carcass weight. 


The growing importance of poultry meat reflects 
the growth of factory farming production methods 
and the implantation of specialized poultry farming 
on a large enterprise basis in most countries of the 
region. 


Available data for livestock development and 
animal production in the five-year plans for 1981- 
1985 are incomplete but suggest that in most 
countries increases in herds in the immediate future 
will be limited and that in all countries higher 
efficiency in production is envisaged. A common 
feature is the greater attention to be paid to cattle 
breeding; this should result in a more balanced 
development in the structure of livestock number 
taking into account the constraints imposed by 
fodder and especially feed grain requirements. 


In Bulgaria, animal husbandry is planned to 
increase by about 17 per cent in 1981-1985. shghtly 
below the pace of crop production. The intensifi- 
cation of cattle and sheep breeding through better 
grazing and fuller use of pastures in mountain 
regions will be markedly improved. For pork 
production, a growth of 23.5 per cent between 1980 
and 1985 is scheduled. Total meat consumption in 
the latter year could be 18 per cent higher than in 
1980. In Czechoslovakia, a shift towards bovine cattle 
has been projected. A redistribution of cattle within 
the country according to the different soil conditions 
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and fodder availabilities in the regions is envisaged. 
More attention is to be paid to sheep farming, which 
was neglected during 1976-1980. It has been stressed 
that the structure of livestock production should be 
subordinated principally to raising the level of 
national food elf-sufficiency and reducing imports of 
feedstuffs. It is thus intended to maintain the 
consumption of meat per capita no higher than 
present relatively high levels, and to increase the 
share of milk and dairy products in human nutrition. 
The German Democratic Republic is facing similar 
problems. The main objective in animal production 
.1$ to produce more economically, mainly through 
better meat and milk performance per animal. No 
expansion of the herds is expected to take place and 
the output of livestock products might increase only 
marginally. Judging from state procurement figures 
fixed in the five-year plan document, no quantitative 
rise in output is planned above the levels achieved in 
1980. Further improvements in supplies of livestock 
products are likely to be concentrated on qualitative 
aspects. 


For Hungary, no quantitative data for the livestock 
sector are included in the five-year plan document. 
Herds, which are dominated by pigs, will probably 
grow only marginally. As in other countries of the 
region, reductions in inputs per unit of output are the 
main priority and it is stressed particularly with 
regard to pig farming. For bovine cattle products, the 
use of coarse feeds is emphasized and increases in 
milk supply will have to be ensured by higher yields. 
The general orientation is to use less material- and 
labour-consuming methods in livestock production. 


Poland’s five-year targets are not fixed. Taking into 
account the present situation, characterized by 
significantly smaller herds and restricted feed import 
possibilities, the supply of animal products will be 
limited. Rebuilding the herds of bovine cattle will 
require at least two to three years, and pig breeding 
and fattening will depend on future harvests of grain 
and potatoes. Despite good crops in 1981, it is 
estimated that about 5.5 million tons of grain will 
have to be imported in 1982 to stabilize meat 
supplies at present levels. 


Romania approved a five-year plan for agriculture 
and the food industry in a separate document, 
formally distinct from the overall five-year plan. 
Detailed plan targets for livestock imply increases in 
cattle numbers by 12.3 per cent, pigs by 30.4 per cent, 
sheep and goats by 32.7 per cent and poultry by 18.1 
per cent between 1980 and 1985. These targets are 
very ambitious. In cattle breeding, it would mean 
doubling the pace achieved between 1976 and 1980. 
In pig rearing, performance would have to equal 
growth rates in the previous five-year period (around 
30 per cent). Sheep and goat numbers would have to 
increase two and а half times faster than in 1976- 
1980 and the number of poultry is foreseen to grow 
by 18.1 per cent (against 24.4 per cent in 1976-1980). 
Cattle, pig and poultry development will greatly 
increase fodder, and especially coarse grain, require- 
ments. Investments of over 36 billion lei are planned 
to back up these objectives during 1981-1985. 
Equally ambitious targets have been set for meat 
output, which is expected to rise by an annual 
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average of about 9.9 per cent faster than livestock 
development. It seems highly questionable that it will 
be possible to make good these two development 
targets during the same period—and particularly to 
bring about such a massive quantitative development 
at the same time as bringing about the considerable 
qualitative improvements planned ш efficiency 
through higher yields of meat per animal, reduction 
of feed inputs per kilogram of meat, etc. 


The Soviet Union did not indicate plan targets for 
livestock numbers up to 1985—probably due to the 
fact that a comprehensive food programme is still 
being drafted. The programme should lay down 
relationships between changes in the composition of 
herds by type of animal, fodder supply. yields per 
animal and the supply of inputs and processing 
facilities by related branches and sub-branches 
within the agro-industry complex. The five-year plan 
provides for a 3 million ton rise in meat output to 
bring the total to a minimum of 18.2 million tons by 
1985. Taking into account that herds (in conventional 
units) and meat output in 1976-1980 rose at nearly 
the same pace (around 6 per cent compared with 
1971-1975), it is clear that herd sizes must increase 
by an annual average of at least 3.5 per cent to 
achieve a corresponding annual average growth of 
3.8 in meat production. Even this presupposes a 
slight but steady improvement in fodder supplies, 
and in yields per animal. Lower targets have been 
laid down for milk production (an annual average 
increase of 2.4 per cent). This may be achieved by 
small changes in favour of cows in the cow:cattle 
ratio—which is currently the lowest in the region. 


(v) Fodder supply 


The development of livestock output in eastern 
Europe and the Soviet Union since the beginning of 
the 1970s has considerably raised the demand for 
fodder. Therefore it has been one of the main 
purposes in all countries during the whole of the 
1970s to fill or at least to diminish the gap between 
animal production and crop production by boosting 
coarse grain output and achieving better results in 
other fodder crops, with the dual aims of expanding 
meat production for domestic consumption and 
exports, or lowering the burden on trade balances 
caused by rising feed imports. The rise in the share of 
intensive livestock production methods in animal 
husbandry. especially for pigs and poultry but also 
for bovine cattle. leads to increases in the require- 
ment for fodder with a high nutritional content in 
relation to weight. This allows the mixing of 
balanced rations and reduced labour inputs. 
Therefore, fodder grains play a key role in the feed 
supply of all countries. This aspect is well illustrated 
by trends in the output of coarse grains, output of 
which rose in the region as a whole by 16.1 per cent 
(13.3 per cent in the east European countries and 
17.4 per cent in the Soviet Union) during 1976-1980 
as compared with 1971-1975 (see text table below). 
This was around 5 percentage points faster than the 
growth of total grain output. In most countries, 
increasing yields have been recorded (see table 
3.2.7). The share of coarse grains in total grain 
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TABLE 3.2.10 


Basic fodder crops output 
(Annual average in thousand tons) 


НИ В we STORE ASS ONE ПЕ Roe ott ies 


Hay 
в of which from: 
Coarse Green 
grain Fodder and 
4 and root silage Annual Perennial 
Country and period pulses crops maize grasses grasses Meadows 
Bulgaria 
ORME S/S ee ieee 4118 815 4072 40.5 1650 629 
NOT GRISSOM а 4316 690 4 866 24.1 2028 659 
LO SOR eer Py are ok 3724 479 4 498 34.3 2046 698 
Czechoslovakia 
NOS eee ae 4444 2047 11556 680 5472 2994 
О 4 667 870 14930 890 5239 2938 
чом тоя И В 4900’ 715 14 647 1147 6022 3 099 
German Democratic Republic 
TORINO TSAI? 20, BU Ak 3 898 5550 11 044 822 3018 3901 
19761980. She. ПН... 4320 2401 10951 749 4 060 4073 
LOSO ms eee НЕВЕ 4 636 1714 11434 Я 5 176 4068 
Hungary 
о ee ek one 6950 1046 4864 272 2532 562 
ПО -1О Ая 7365 692 6 104 256 2647 1924 
LOSO he Gere Sate 7870 661 6613 266 2862 2171 
Poland 
LOT 197 5 saese eee at ae 2 6674 7827 11914 1346 7 433 14700 
И ie Se yn 6 382 9055 212 971 7323 14328 
и 5927 8 044 18 000 1109 6980 12381 
Котата 
ROTM N97 5 FOr, 2. ПЕ! 9 460 2060 5 187 2347 3062 2416 
19061280 ЦЕ 2165228 3 605 4348 1884 31752 2895 
УЗО ОЕ В: ce 18.710 2986 3 688 1974 3338 3194 
Soviet Union 
TOU APTS ca Ye ee ce ann 12622 40 343 223 637 28791 43 645 47 508 
ОЗ 83.798 44 193 254 123 34 848 97921 47 348 
То. ЧЕ. 21174810 41 561 266 168 35 154 63 553 49270 


Source: CMEA Statistical Yearbook 1981. 


Structure of fodder crop output in 1971—1980“ 
(Percentage shares) 


i [ЩЙЬьььм-хььЪ._-<ъЪхтФчххущтЩытБ—— 


Grain and pulses Root fodder crops Roughage 


1971-1975 1976-1980 1971-1975 1976-1980 1971-1975 1976-1980 


IB nn aon ene YSU 00:0 55 2.8 Deo 37.2 40.3 
Gzechoslovakia.. . « «=~ -:.4 323 31.3 45 4.2 60.2 64.4 
German Democratic Republic. . 27.3 30.4 19.4 13.9 52.7 55.8 
ungary seen aera ees 65:4 61.1 3.6 2.6 31.0 36.3 
Poland ees ete anaes he Mee er 21.8 19.2 31.9 2.7 46.3 59:1 
Ко ав 761.0 67.2 5.4 6.7 33:0} 26.1 

Eastern Europe . .. . . . 383 39.6 16.3 3.4 44.7 47.0 
32 33.4 8.5 ТЯ 59.0 59.4 
Eastern Europe and Soviet Union. 34.3 35.1 10.8 8.9 55.0 559 


р 


Source: Table 3.2.9. 
а Conventional units; see note to text table at foot of p. 206. 
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output hence rose in eastern Europe from 48.4 per 
cent to 50.8 per cent, in the Soviet Union from 41.7 
per cent to 43.3 per cent and in the region as a whole 
from 43.6 per cent to 45.4 per cent in 1976-1980 
compared with the period 1971-1975. Changes in 
output by country can be seen in the text table. 


Output of coarse grain and pulses 


Annual averages, million tons¢ Output indices 


1976-1980 

(1971-1975 = 
1971-1975 1976-1980 100) 
Bulgaria. 4.12 4.32 104.8 
Czechoslovakia 4.44 4.67 105.0 

German Democratic 

Republic. 3.90 - 4.32 110.8 
Hungary 6.95 7.37 106.0 
Poland 6.67 6.38 95.6 
Romania : 9.46 13.23 139.3 
Eastern Europe 35.54 40.28 113.3 
Soviet Union . 75.62 88.80 117.4 
Total WENT, 129.08 116.1 


Sources: As tor table 3.2.1. 
а Calculated on the basis of figures in thousand tons. 


In the southernmost countries (Bulgaria, Hungary 
and Romania), the increment in coarse grain output 
was due to maize, whereas in the northern countries 
barley dominated. The poor performance in Poland 
is mainly due to the exceptionally low harvest in 
1980. 


The increases in coarse grain output were not able 
to narrow the gaps between livestock fodder demand 


Fodder output and livestock 1976-1980 


( Percentages) 
Growth of 
fodder Growth of Капо of output 
output livestock 4 growth to 
1976-1980: 1976-1980; growth of 
1971-1975 1971-1975 livestock 
Bulgaria. 109.4 111.8 97.9 
Czechoslovakia 108.3 107.1 101.1 
German Democratic 
Republic. —99.7 105.7 94.3 
Нипрагу 113.5 107.3 105.8 
Poland 108.6 96.5 AS) 
Romania Е 127.1 WIS 110.3 
Eastern Europe 110.9 105.5 105.1 
Soviet Union . 114.2 106.2 107.5 
Total 113,3 105.9 107.0 


Sources: Tables 3.2.9 and 3.2.10. 

Note: Basic domestic fodder production includes: feed grains and pulses (nutrient 
coefficient weighting = 1.0): potatoes and feed roots (nutrient coefficient weighting = 0.2) 
and roughage (nutrient coefficient = 0.4). Roughage includes only hay from cultivated 
grassland (annual and perennial), together with silage maize and green fodder. Estimates 
by the ECE secretariat indicate that these items account for 68-72 per cent of total 
domestic fodder consumption (in standard oat-based feed units) in eastern Europe and 
the Soviet Union together—the rest (28-32 per cent) being accounted for by grazing, 
domestic waste, micro-biological industry feed additives, and of course imported grains. 
oilseeds and other feed items. 

«In conventional units. 
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and domestic fodder output, though a_ further 
widening of this gap in most countries of eastern 
Europe was checked. This can be seen from the 
preceding text table, in which changes in total fodder 
output are related directly to developments in 
livestock numbers in 1976-1980 (see also table 
3:20}, 


Bulgaria did not fully succeed in balancing ап 11.8 
per cent growth in herds by increasing fodder 
production. In the German Democratic Republic the 
domestic fodder supply decreased slightly, widening 
the gap between changes in herds and domestically 
produced fodder supplies. The case of Poland is 
exceptional. the high positive ratio being strongly 
influenced by a 3.5 per cent decrease in livestock 
numbers. 


On the whole. progress was limited and did not 
relax the tensions in fodder supply, except in 
Hungary and, to a lesser degree, Romania. In par- 
ticular, the production of high protein feeds has not 
increased in line with the total, and previously 
existing shortfalls in this respect have not been made 
up or have increased. Countries with traditionally 
smaller grain production relative to herd sizes (see 
text table, p. 205) could not balance their missing 
coarse grain potential by increasing use of other 
fodder crops. 


Compared with feed structures of the period 1971- 
1975, some changes in domestic fodder crop output 
took place. The share of coarse grain grew by 0.8 
percentage points in the whole region and by 0.9 
percentage points in the Soviet Union. The share in 
the German Democratic Republic and Romania rose 
by 3.1 and 6.2 percentage points respectively, 
whereas in the other countries it fell—by 2.5 
percentage points in Bulgaria. by 1 percentage point 
in Czechoslovakia and by 3.8 and 2.6 percentage 
points in Hungary and Poland respectively. The 
share of root fodder crops generally decreased, even 
in the German Democratic Republic and Poland— 
traditionally the highest producers of these crops in 
the region. It rose only in Romania (by 1.3 
percentage points). The share of roughage gained 
ground in most countries (between 3 and 5 
percentage points), although in the Soviet Union it 
remained stable and in Romania it fell by 6.5 
percentage points. 


Limited progress in expanding either the volume 
or the quality of fodder production obliged most 
countries to increase their reliance on feed imports. 
especially of coarse grain, as can be seen from the 
text table below. Only Hungary and Romania were 
able to cover their needs from domestic output, and 
also to export. 


The average annual volume of imported feed 
grains in the region rose from about 8 million tons in 
1971-1975 to around 17 million tons in 1976-1980. : 
The German Democratic Republic and Poland, 
having unfavourable conditions for producing high 
yielding crops such as maize with a higher protein 
content, imported quantities equivalent to more than 
half of their domestic output of coarse grain. 
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Average annual net imports of coarse grain in 1976-1980 
(Million tons) 
—————— ОВО ЕВЕ 


Percentage of 


Percentage maize in total 
Total of domestic Imports imports of 
imports outpul of maize coarse grains 
oS ee ee о sas 
Bulgaria . 0.33 Wei) 0.28 84.4 
Czechoslovakia 0.98 21.0 0.94 95.9 
German Democratic 
Republic . 2.45 56.8 151) 123 
Hungary . 0.044 - — 01274 -- 
Poland 3.34 52.4 1.96 58.5 
Romania 0.08 0.6 —0.18< - 
Eastern Europe 7.14 11.0 4.60 64.3 
Soviet Union 9.79 11.0 9.02 ор 
Total 16.93 13.1 13.62 80.4 


Sources: CMEA Statistical Yearbooks; The Grain Situation in 1980/81 and the Outlook 
for 1981/82, ECE/AGRI/R.118/Add. 1. 


а Net exports. 


The five-year plans for 1981-1985 stress the 
intention to eliminate or at least to diminish 
dependence on feed imports by increasing domestic 
fodder crop output by more rational use of the feed 
potential of all fodder crops and by a considerable 
reduction in losses through improvements т 
processing and storage. Besides quantitative increase, 
attention is paid to qualitative improvements—in 
particular, increasing the average energy and protein 
content per unit of feed outputs. This is also an 
objective in countries where the quantity of domestic 
fodder production roughly covers requirements. The 
improvement of feed conversion ratios to ensure high 
gains in weight per unit of feed will continue to 
require high energy and_ high-protein feed. 
Researchers have shown that, with properly balanced 
feed rations (and notably an adequate protein:energy 
ratio) up to 30 per cent of concentrate feed per unit 
of livestock production could be saved. Oilseeds are 
considered the best source for such protein. Taking 
into account the limited area suitable for these crops 
in most of the countries, no considerable shifts in 
favour of oilseed cultivation can be expected. It is 
questionable whether it will be possible to cover the 
feed protein deficit by higher output based on higher 
yields. Bulgaria, Hungary and Romania, where 
sunflower-seed is the most important oilseed crop. 
might be in a more favourable situation than 
Czechoslovakia, the German Demccratic Republic 
and Poland, where rape-seed production predom- 
inates. The high acid content of rape-seed prevents 
the full use of rape-seed meal in animal diets since it 
is toxic in high concentrations. Rape-seed production 
also has weather-related constraints. For example. 
the harsh winter of 1978/79 killed about 49 per cent 
of the Polish crop and seriously damaged it in other 
countries. Nevertheless, research is concentrated on 
developing varieties with reduced acid content. Soya 
bean cultivation, the third protein-rich crop. 1s 
expanding slowly because of high production costs 
and relatively low yields; Bulgaria and Romania 
however achieved acceptable results with it on 
irrigated land. 


Though further progress can be assumed in 
increasing supplies of domestically produced protein 


demand, it seems to be questionable whether the 
satisfaction of demand is possible from domestic 
resources alone. Soya bean imports to supplement 
the protein component in mixed fodder production 
will thus maintain their importance. As long as the 
share of coarse and succulent feeds in the feed ration 
is not increased. and mixed feed quality is not 
improved through a rise in the proportion of protein, 
mixed feed consumption per unit of livestock output 
will, moreover, remain high. If mixed feed quality is 
improved and feed conversion ratios lowered, 
consumption could be reduced. Otherwise, the 
current high share of grain production used for 
fodder cannot be reduced. 


All countries emphasise the necessity of making 
better use of the potential offered by succulent 
fodder and roughage. But progress in this respect has 
been small and did not relieve the increasing 
demand for feed grains. Bulgaria, Hungary and 
Romania, which have relied primarily on increasing 
grain output through higher yields. will intensify the 
utilization of grassland and raise production of non- 
grain field crops. In Czechoslovakia, a partial substi- 
tution of roughage for grain in livestock feed during 
the current plan period will be boosted by shifts 
towards bovine cattle husbandry. The German 
Democratic Republic intends to expand the sown 
area of leguminous crops by 25 per cent. and to 
improve the quality of at least 10.000 hectares of 
permanent grassland. so extending the green fodder 
basis for cattle. Concentrates will be freed for feeding 
pigs and poultry. Compared with 1976-1980, it is 
intended to reduce feed conversion ratios by 0.5-0.6 
per cent annually during 1981-1985 as a whole. 


The Soviet Union is planning a total fodder output 
in 1985 at levels 25 per cent above those of 1980. In 
the current five-year period. efforts will be made 
substantially to improve the production of hay and 
pastures. The volume of hay during last ten years 
decreased by some 6 million tons (see table below) 
equal to roughly 7 per cent although natural pastures 
cover some 15 million hectares in the Russian 
Federal Soviet Republic. Non-black soil alone and 
the total area of natural meadows and pastures in the 
Soviet Union amount to 330 million hectares. 


Consumption of concentrated feed, succulent fodder and hay on 
Soviet farms of all types 
(Million tons) 


Concentrated feed Hay Succulent fodder 


1970 103.2 84.8 447.1 
1975 118.9 78.8 501.6 
1980 143.9 78.8 585.5 


Source: ECOTASS Мо. 37. 14.9.1981. 


In order to solve fodder problems—and especially 
protein shortages—increasing attention 15 being paid. 
especially in the Soviet Union. tothe development of 
feed additives by the microbiological industry. Over 
the last plan period, output grew by an average of 11 
per cent annually. At present. over 1 million tons of 
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dried fodder yeast—a fishmeat or soya-bean 
substitute—is produced annually. The objective is to 
raise output of this protein eventually to 10 million 
tons a year. 2°° Other products of the microbiological 
industry—for instance, vitamins, lysine, amino acids, 
ferments and antibiotics—can, if fed in balanced 
rations, increase the weight gain of animals by 19-15 
per cent per feed unit. 


To summarize, the following measures envisaged 
for the feed economy in the region during 1981-1985 
should be singled out: increased output, especially of 
coarse grains, above all through higher yields; the 
development and application of new high yielding 
grain varieties with 11-15 per cent higher protein 
content than in existing varieties; higher production 
of protein-rich coarse feeds by bigger plantings of 
feed legumes (feed beans, lupins); increased use of 
raw and succulent fodder in cattle feeding through 
extended grazing and better utilization of hay; higher 
yields of potato and sugar beet, including green mass 
fodder from beets and other waste products; 
reduction of losses in quantity and quality of all 
fodder by the extension and improvement of storage 
facilities; increases in the supply of protein by the 
microbiological industry; the use of processed waste 
products such as straw, liquid manure and kitchen 
and slaughter-house waste. Beyond that, Romania 
and the Soviet Union stress the possibilities of using 
fodder reserves of the forests, which cover large areas 
of the countries concerned. 


Assuming that the countries in the region 
implement the measures planned, Bulgaria, Hungary 
and Romania could eventually maintain or achieve a 
high degree of self-sufficiency in fodder supplies. 
This seems unlikely for the other countries. Czecho- 
slovakia could avoid fodder imports in good harvest 
years, but it seems likely that coarse grain imports 
equal to 50 per cent of the annual average during 
1976-1980 (around 500,000 tons) will be needed also 
in 1981-1985. In the German Democratic Republic 
the task has been set of cutting feed grain imports by 
I-1.5 million tons, or by at least one half, by 1985. 
The two last-named countries already have the 
highest levels of per capita meat consumption and 
are not obliged to expand substantially the volume of 
output. They can thus concentrate their efforts on 
rationalizing the structure of output and on higher 
efficiency. The position of Poland is less favourable. 
Rebuilding the sharply decreased stocks of bovine 
cattle needs time—or, in the case of pigs and poultry, 
high inputs of grain which is in insufficient supply 
from domestic resources. If meat production is to be 
maintained, imports of around 5-6 million tons of 
feed grain annually will be unavoidable in the short 
term. In the Soviet Union, the comprehensive food 
programme already referred to will, inter alia, cover 
questions related to the improvement of the fodder 
base. But the full effects of this programme are not 
likely to be implemented before the final stage of the 
current five-year plan at the earliest. Therefore the 
fodder supply situation during the coming years will 


*° One tonne of yeast makes it possible to save about 4 tons of 
grain or to obtain an additional tonne of meat. At present, mixed 
feed in the Soviet Union contains 70 per cent of grain, whereas in 
other countries the proportion is generally not more than 50 per 
cent. 
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continue to be influenced by fluctuation in the 
country’s grain harvests. Even assuming that the 
planned high increase in yields takes place in the 
next few years, neither the plans for increasing 
output of livestock products, nor the required 
increases in efficiency could take place without 
imports. Estimates of the size of likely imports of 
feed grain are not easy. since much statistical detail 
is missing, but at best a decrease of 25-30 per cent in 
the average level of coarse grain imports during 
1976-1980 could be expected for 1981-1985. In that 
case, the region would remain a net importer of 
coarse grain at an average annual rate of 15 million 
tons during the current plan period. 


(vi) Institutional structure, management and 
planning 


During 1976-1980, changes in the institutional 
structure, management. planning. incentives and 
prices took place in virtually all countries of the 
region. 


In many countries of the region the process of 
concentration, by which is meant the merger of 
existing units into larger ones, was often accom- 
panied by specialization. In the collective farm sector, 
the number of farms decreased and the average land 
per farm rose (table 3.2.11). Factory farming 
methods and specialization raised the degree 
of horizontal and vertical integration. The incor- 
poration of agriculture into a more comprehensive 
“agro-industrial complex”—including food process- 
ing—went ahead. 


In Bulgaria, horizontal and vertical integration of 
the large state and collective farms into still larger 
units was undertaken to promote agricultural 
modernization and to improve the central planning 
of agricultural production. This brought into being 
large complexes engaged in production and 
sometimes in research, in which the original con- 
stituent enterprises—while losing their legal indepen- 
dence—retained theircost-accounting principles (khoz- 
raschet). 


The National Agro-Industrial Complex was 
converted in 1979 into the National Agro-Industrial 
Union, whose highest administrative body 
(Congress) and highest managing body (Central 
Council) took over the functions of the Ministry of 
Agriculture, which was dissolved. In 1980 the 
number of agro-industrial complexes was enlarged 
and updated into a network of administrative units. 
At the other end of the scale, agricultural work 
brigades were reorganized, and enlarged to become 
responsible for work on land areas of 3,000-10,000 
hectares, and given greater operational autonomy. 
Since 1979 greater flexibility in detailed planning was 
introduced; compulsory targets in only four 
indicators *°' were retained, in conformity with the 
shift to khozraschet principles. The decision of the 
Bulgarian government concerning the valid 


*! Obligatory sales to the state in physical units; norms for 
payments out of profit to the state; contributions to the 
development fund; export and import targets. 
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TABLE 3.2.11 


Number and size of agricultural enterprises 
м—— 


State farms Co-operative farms 
ri hed Employees aoa if 
Country and period Number per farm per farm Number pe ee 

Bulgaria 

19:70, Feats bias 2 Se 156 744 

и щанкьь „ола, 21604029250 

footer am. Баы 345: 
Czechoslovakia 

1970 336 4265 589 6270 638 127 

1975 250 5 684 707 2736 1920 262 

1980 200 6 795 829 18722 2486 395 
German Democratic Republic 

197 Oct ион. 511 866 350* 9009 599 81 

И lip ist iar ha ts 463 229° S/5t 4621 1 082 128 

CEO See er ey er 469 844 430* 3 496° И" 150 
Hungary 

ОО Ata ЗВ 180 5548 897 2805 1985 355 

197 Se оо о ОР Е 147 6 602 1033 1834 3 161 423 

ИУ ИО ee 132 1588 1189 1441 3961 511 
Poland 

о 6 a. 5356 525 70 1106 222 34 

ПО, р Ae Ses shies 3 660 838 119 1216 266 49 

LO RO ed reer vrei ploy eea! 1811 1936 266 2299 310 71 
Romania 

LOT a а Я 370 2089 292 4 626 9033 3376 

LOT SWANS sy Bt HO 391 2058 251 4649 9047 2813 

LOSO Lame seeds «be 407 2036 200 4 643 9061 2195 
Soviet Union 

OVO sree Е Г 127994 20800 8 33 044 6 100 464 

ПО: Pie Be ec | 8064 18 900 486 28 515 6 400 512 

OSC Meee SSeS 277057 17200 464 25 909 6 600 513 


Sources; National statistics. 


2 Agro-industrial complexes including state farms and co-operative farms. 
> Land directly used by state farms: the bigger share of land formerly used by state farms was transferred to inter-farm crop 


farming establishments for cultivation. 


© Of which 1,047 crop production co-operatives with 4,755 hectares of agricultural land on average. 


economic mechanisms laid down for 1981-19857? 
confirmed the principles on which the system of 
agricultural management and planning mtroduced in 
1979/1980 was based. 


In Czechoslovakia, state and collective farms are 
the basic unit of agricultural production. During the 
1970s the concentration process was already rapid. 
But it was halted as it became clear that optimi- 
zation, rather than sheer size, is the only way to 
ensure efficiency in agriculture under existing condi- 
tions. More attention was paid thereafter to the 
internal consolidation and restructuring of farms. 
This approach will be continued during 1981-1985 
by the greater attention now paid to differences in 
regional conditions, and the adjustment of the pace 
of livestock production development in conformity 
with the availability of imports, especially fodder. 


2G. Filipoy: Report delivered at a Conference in Sofia, 
reported in Rabotnichesko Delo, 15 January 1982. 


State and collective farms and co-operatives were to 
remain the basic units of production. 


In the German Democratic Republic, increased 
specialization in crop and animal production was a 
marked feature of agriculture in the 1970s. Besides a 
number of specialized state farms for research, seed 
production, breeding or vocational training, 
specialized crop and animal farming undertakings 
were established. Joint arable farming establishments 
created by neighbouring or complementary enter- 
prises were cultivating most of the arable land by 
1975. Thus, it is now mainly specialized arable farms 
which are mainly responsible for supplying fodder to 
livestock production units in the state and co- 
operative sector on a contractual basis. The separ- 
ation of arable production from livestock farming at 
enterprise level—with the original aim of facilitating 
the introduction of technology know-how and 
specialized equipment, has been partly offset by 
higher transport costs and problems in managing 
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production as a whole. For this reason territorial 
production brigades centred in villages will, in the 
immediate future, attempt to co-ordinate the arable 
and livestock production activities of the two types of 
enterprise at local level. Co-operation councils, 
composed of the representatives of participating 
farms headed by an elected chairman, will organize 
their work in common. It is the task of the Twelfth 
Peasants’ Congress of the German Democratic 
Republic, which will take place in May 1982, °° to 
give an impetus for developing agriculture. 


In Hungary, agricultural structure and organi- 
zation are characterized by the development of 
production associations and “production systems”, 
together with further concentration of state and 
collective farms. The number of the latter decreased 
by around 400 in 1976-1980. As a result of mergers, 
their average cultivated area increased by 27 per cent 
to more than 3,900 hectares by the end of the period. 
Nearly all collective farms are affiliated to one of the 
approximately 770 associations or to one of the 
intensive-type production units (“production 
systems”) which now number over 70 in all. *°* Both 
types of organization are composed of economically 
independent but contractually linked farms, special- 
izing in particular in agricultural products. At their 
most advanced stage, production systems include 
entirely autonomous farms which enter into contracts 
with the “system operators” for transactions in 
specific types of commodity. The system operator 
procures the most important basic machines, 
fertilizers, sowing-seeds and gives technical advice. 
Member farms pay for these services to the extent 
that the “guaranteed” surplus yields materialize. 
Most of the production systems relate to crop culti- 
vation but they are now gaining ground in livestock 
production. (This organizational summary excludes 
the 1.5 million small farms, auxiliary farms and 
individual plots.) 


In contrast to the other east European countries, 
private farming accounts for the bulk of production 
in Poland. The share of privately held agricultural 
land accounted, on average, for 75.9 per cent of total 
agricultural land during 1976-1980. 


Most private farms are very small as can be seen 
from the following breakdown on the basis of the 
latest available 1978 census. Out of a total of some 
3.1 million private farmers, 60 per cent worked less 
than 5 hectares of land, 26.4 per cent had between 5 
and 10 hectares, 9.2 per cent farmed 10-15 hectares, 
and only 4.5 per cent farmed more than 15 hectares. 


During 1976-1980, there was a shift of around 5 
per cent of agricultural land from the private sector 
to the socialized sector, due to deteriorating age 
structure of private farmers and changed regulations 
for pension eligibility. This development ceased in 
1980 with the equalizing of socialized and private 
farmers’ conditions and when the input pricing 
systems were changed to remove former discrimi- 
nation in favour of the state and collective farms. 


^* The draft resolution of this Congress and the draft of a new 
laws on agricultural co-operatives is published in Neues 
Deutschland, December 19/20 1981. 


** New Hungarian Exporter, June 1980, vol. 30, No. 6. 


Current organization of Polish agriculture will 
probably remain relatively stable during the recovery 
period. Agricultural activities will be based on 
market relations between producer and consumer 
without an intermediary compulsory procurement 
system. 


In Romania, the organizational structure of 
agricultural undertakings stayed relatively stable 
during 1976-1980. At the end of this period, agricul- 
tural councils were established at national and 
regional levels in order to improve coordination of 
the activities of state and co-operative farms, as well 
as other enterprises dealing with agricultural 
production and processing within the national 
“agro-industrial complex”. 


The plan stresses regional self-sufficiency in a new 
way. “Industrial-agrarian” centres have been estab- 
lished, which include, in addition to urban settle- 
ments, neighbouring rural localities. The aim is to 
raise the general economic level of villages and rural 
areas by the implantation of larger administrative 
and economic units to process and market farm 
produce, to ensure local employment and to turn 
these localities into agricultural towns. 


A characteristic feature of agricultural 
development in the Soviet Union was the mainte- 
nance of the basic structure of state and collective 
farms, together with the creation of an increasing 
number of specialized joint farm enterprises for 
livestock rearing, including the preparation of mixed 
feed for use on farms, and also for construction and 
other activities. At the beginning of 1981 the number 
of interfarm agricultural enterprises in the Soviet 
Union was 13,200.*°° Another trend has been to 
create production associations in which member 
farms pool their resources to specialize in arable and 
livestock production. Data are lacking for the Soviet 
Union as a whole, but the example of Lithuania 
demonstrates a general trend. Here, all collective and 
State farms have now been organized into 264 
production associations. It is expected that this will 
facilitate a 10 per cent annual increase in the 
production of meat and milk throughout the current 
five-year plan. These changes were accompanied by 
changes in the organization at the central or all- 
Union level: a new specialized Ministry of Agricul- 
tural Construction, and a State Corporation for 
Agro-chemical Services, were established in 1979. In 
the current five-year plan period, unlike in the 
preceding ones, the development of agriculture is 
being planned in conjuction with the development of 
those industrial branches which, with agriculture, 
make up the nation-wide agro-industrial complex. At 
enterprise level, the number of centrally determined 
plan indicators has been reduced, beginning in 1981. 
For collective farms, only state procurement and the 
supply of basic inputs will be planned centrally. State 
farms are handed down plan indicators for wage 
bonuses, profit and investments. The development of 
management and planning is likely to be influenced 
by the new ideas which emerged during the drafting 
of the complex food programme and its implemen- 
tation in 1981-1985. 


’\У. Prossin: “Management of agricultural ion” 
Planovoe Khozyaystvo, 1982, No. 1, p. 160. ee 
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Changes in the price formation and incentive system 
took place in all countries. or were prepared for the 
five-year period 1981-1985. Bulgaria established new 
wholesale prices, based on world market prices in 
1980, and a second round followed on | January. 
1981 with respect to procurement prices in 
agriculture. **° All units in the national agro-indus- 
trial complex are working on the basis of khozraschet 
cost-accounting principles. 


Czechoslovakia introduced higher procurement 
prices for cattle and milk on | January 1980 and 
parallel price rises for mixed fodder and fertilizers. 
Because of further cost increases in agricultural 
enterprises, the procurement price system is being 
changed once more in 1982. 


The German Democratic Republic did not change 
_the aggregate level of agricultural prices during 
1976-1980. On 1 January, 1981 higher prices were 
introduced to stimulate grain and fodder crop 
production as well as beef and veal production and 
milk output. On the other hand, full compensation 
for the higher prices of spare parts and repairs has 
been reduced to 50 per cent, in order to stimulate 
careful and = efficient work with agricultural 
machinery and equipment. The system of taxes of 
co-operatives according to soil conditions has been 
rebased on net income—instead of the previous gross 
income base. A major objective of these measures is 
to reduce the existing profitability differentials in 
agricultural production. *°’ 


Hungary has gradually raised agricultural prices in 
recent years. The system of competitive prices, intro- 
duced in the economy in 1980, was not applied to 
agriculture, but state support for large farm 
investment projects was reduced. From | January, 
1981 new higher prices for capital equipment and 
materials used in agriculture were implemented and 
government subsidies for energy have been 
abolished. Procurement prices increased on average 
by 5 per cent for arable and livestock products. A 
new system of price and financial regulators was 
announced for 1982. The measures contain incen- 
tives for grain production and for the development of 
backward farms. Beef cattle production, land im- 
provement and grain storage will be promoted. 
Stricter regulations will be applied as regards the 
creation of enterprise incomes, the sources of 
investment, resources from enterprises’ own funds 
and from credit. 


Poland raised the purchase prices of some crop 
products after 1977. The intention to align producer 
costs with prices and consumption levels of meat in 
1980 was not implemented. Some producer price 
changes introduced in 1981 are of an interim 
character, and will be changed in 1982 within the 
framework of a series of price changes including 
industrial, agricultural and retail trade prices. A 
system of incentives for raising agricultural 
production is envisaged, linking the supplies of 
inputs to farms’ net marketed production рег 
hectare. Further measures will also be introduced in 


296 Decree published in Rabotnichesko Delo, 15 December 1980. 
27 Decision on the Further Development of Socialist 
Agriculture; Bauern-Echo, 6 and 26 July 1981. 


connection with the new economic mechanism intro- 
duced for the national economy as a whole. A new 
financial and economic system for collective farms 
and agricultural circles, which guarantees their 
complete independence, came into force on 
1 January 1982. It is based on the cost accounting 
(kKhozraschet) principle already in force in state farms 
since | July 1981. 


Following some adjustments in the prices of 
agricultural products and inputs. Romania increased 
contract and production prices for agricultural enter- 
prises by 11.8 per cent in 1980/81. The tariffs of 
agricultural machinery stations also, were brought in 
line with real costs. From the beginning of 1982 
higher contract and procurement prices. which 
increased by 30 per cent on average. were introduced 
for livestock production. A bonus system for stimu- 
lating quantitative over-fulfilment of plan indicators 
was introduced, and also quality supplements 
reinforced financial performance __ incentives. 
Deliveries of produce to the state determine enter- 
prises’ access to credit, and also possibilities for the 
purchase of certain inputs such as selected seeds, 
fertilizers, concentrated feeding stuffs and specialized 
technical aid, as well as the granting of tax 
allowances and exemptions. 


The Soviet Union increased agricultural producer 
prices between 1975 and 1979 by 5.1 per cent, mainly 
for livestock products. Some further adjustments 
followed in 1979. From the beginning of 1981. the 50 
per cent premiums paid to producers for over- 
fulfilment of procurement plans were consolidated 
with procurement prices. Price supplements of 50 per 
cent are paid to producers who increase sales of 
agricultural products over the previous year’s level. 
In 1981 a decision came into force to stimulate 
production of buckwheat, millet, haricot beans and 
lentils. Procurement prices have been raised by 50 
per cent for haricot beans and by 100 per cent for 
lentils. Additional payments were introduced for 
high quality products. Barter type transactions are 
also provided for, on the basis of 1 quintal of mixed 
feed for | quintal of beans or lentils. 


All countries in the region are currently promoting 
auxiliary private agricultural production, despite its 
varying importance and character between different 
countries. Production on household private plots, by 
gardeners’ associations. etc. is also to be encouraged 
during the current five-year plan period with a view 
to the fullest possible exploitation of all land 
resources. 


In Bulgaria, private household plots produced 
between 20 to 30 per cent of total agricultural output 
during 1976-1980, including between 30 and 50 per 
cent of total output of potatoes, root crops and fruits. 
Their importance in livestock production is declining 
but still considerable. so that they accounted for 
between 20 and 40 per cent of procurements in meat. 
milk, eggs and wool. A special department has been 
set up within the framework of the National Agro- 
Industrial Union to promote the interests of small- 
scale private farming. 


In Czechoslovakia and the German Democratic 
Republic, the share of individual plots, gardeners 
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associations and small livestock breeders in total 
agricultural output is relatively low (about 10 per 
cent) but still considerable in the case of certain 
products. Nearly 100 per cent of rabbit meat and 
around 30 per cent of eggs in state procurement of 
the German Democratic Republic are supplied from 
individual plots. New price regulations were 
announced, designed to stimulate higher production 
of honey and rabbit meat, from 1 July 1981. Private 
production is mostly a spare time occupation. 


In Hungary, small scale farming plays an 
important role. Small farmers produce about 33 per 
cent of the total agricultural output from about 10 
per cent of the land. They work in association with 
the agricultural co-operatives which sell them 
livestock, seed and other supplies. Small farmers own 
more than half of the national pig herd. more than 
one-third of poultry, and nearly a quarter of the beef 
cattle... Their cows supply 31 per cent of milk 
production, and the small farmers also provide about 
10 million tons of fruit, vegetables and grapes 
annually. Large agricultural enterprises sold around 
4 million tons of fodder to small producers. Agricul- 
tural workers represent less than half of the roughly 
680,000 small scale farmers: | million industrial 
workers and more than | million pensioners also 
participate. In 1981, the taxation of household plots 
and private auxiliary holdings was modified to 
promote pig farming. Every such farm is now able to 
rear up to 68-70 pigs and sell them without liability 
for tax. 


In Poland small scale farming within the 
dominating private sector plays and will play an 
important role, especially in certain regions of the 
country. Some 30 per cent of the total number of 
private farms are smaller than 2 hectares. They are 
mostly located in industrialized regions. Here 
farming is normally either a second occupation, or is 
carried out by women or otherwise employed as a 
source of food or additional income. 


In Romania, private agriculture is practised above 
all in hilly and mountainous areas. About 585,000 
individual farms exist, holding 1.4 million hectares of 
arable land. Their livestock includes more than | 
million head of cattle, 2.3 million sheep and 900,000 
pigs, and they supply some 13.5 per cent of total 
meat production, 22 per cent of cows’ milk, 17.2 per 
cent of eggs and 20 per cent of potatoes. Agricultural 
machinery Stations are now to be established in these 
regions to serve these farms and a full range of 
machinery capable of operating in these conditions is 
to be manufactured. Good breeding stock and high- 
yielding seeds are to be provided. Co-operation 
between individual farms is being improved by the 
establishment of producers’ councils and_ stock 
breeders’ associations, and their co-operation with 
the socialist sector is being promoted. 


_ Private auxiliary farms are of considerable 
importance in the Soviet Union. Although they 
account for only 4.9 per cent of the fixed assets 
deployed in Soviet agriculture as a whole, they 
produce more than 25 per cent of total agricultural 
output, as can be seen from the table below. 


In crop production, private plots produced about 
60 per cent of the total output of potatoes and 42 per 
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Share of agricultural production of the socialized sector and 
individual auxiliary farms 
(Based on constant prices 1973, per cent) 
ee eee 


Output of the Output of individual 
socialized sector auxiliary farms 
1970: 70.3 29:1 
ИУ = ЕТ 28.3 
1979 ТЕМ 26.5 


_ ии ——————————— 


Source: 1. Shmelgoy. Voprosy Ekonomiki, 1981 15 (т Russian). 


cent of fruit in 1979. In livestock production they 
take an important place in pig. poultry and rabbit 
breeding and rearing. In 1979, about 96 per cent of 
the total rabbit meat, about 40 per cent of total pig 
and poultry meat and 17 per cent of total beef and 
veal were supplied by these plots. 


The production profile of the private plots is 
regionally very different and so is their share in the 
total production of individual products. About 94 per 
cent of all wool is produced in individual farms in 
Estonia, but only 4 per cent in the Byelorussian SSR. 


Output per hectare is often higher on the private 
plots than in socialized agriculture. One reason is the 
higher labour productivity despite lower fixed asset 
intensity. The share of marketed production is 
generally lower, since a large proportion is consumed 
by producers. The structure of owners is similar to 
that described above for Hungary and _ other 
countries. The majority are worked by collective and 
state farm workers, but their share is decreasing 
whereas the share of workers and employees of other 
sectors and branches is increasing. The role of 
private auxiliary farming is expanding with regard to 
the supply of a number of products. About 25 per 
cent of farms in the socialized sector do not, for 
instance, breed or fatten pigs and 64 per cent of the 
farms have no poultry, and promotion of production 
on private plots is a substantial element in 
production plans during the current five-year plan. 
As in Hungary, it is intended to develop closer links 
between the private and socialized sectors and to 
establish relations based on long-term contracts. The 
Decision of the Council of Ministers and of the 
Central Committe of the CPSU “On Addition 
Measures to Expand the Production of Agricultural 
Products in Individual Farms of the Citizens” 
(January 1981) points in this direction, and contains 
measures to promote this type of farming. It centres 
upon the supporting role of state and collective farms 
with regard to private plots, and access to state bank 
credits for workers engaged in private agriculture. 


All in all, auxiliary farming is expected to increase 
the absolute level of its output, in some cases the 
relative one too, but mostly in one or other form of 
co-operation with the socialized sector. 


(vii) Agricultural output in 1981 
and planned development in 1982 


In Bulgaria, gross agricultural output rose by 4 per 
cent in 1981. After a disappointing performance in — 
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1980, crop production recovered strongly; grain 
output increased by 11.4 per cent and nearly 8.6 
million tons were harvested—the highest result 
recorded up to now. Output of sunflower seeds grew 
by 17.9 per cent, vegetables by 5.9 per cent and fruit 
by 11.3 per cent. Livestock product output developed 
at a slower pace, meat output rising by | per cent and 
milk by 1.4 per cent over 1980. Similarly, livestock 
numbers grew only marginally, reflecting the inade- 
quate fodder basis resulting from the crop 
production in 1980, though the number of sheep 
increased by 2.8 per cent. Poultry numbers. on the 
other hand, fell by 2.6 per cent. 


Data on supplies of agricultural inputs in 1981 are 
not yet available except for fertilizer; 198 
kilogrammes of mineral fertilizer were applied per 
hectare of arable land—somewhat lower than levels 
in 1979 and 1980. The intention is to raise the 
volume to 229 kg per hectare in 1982, when gross 
agricultural output is planned to increase by 2.2 per 
cent over 1981. The main objective in 1982 is the 
promotion of grain output on the basis of intensified 
production, especially by stabilizing and increasing 
maize output. In the field of management, a new 
scheme to improve the degree of local self-sufficiencv 
in food products will be introduced in 1982 with the 
aim of cutting down unnecessary transport costs. 
Each area (okrug) will henceforth have to meet a 
centrally determined share of its population’s re- 
quirements for livestock products from its own 
resources. To promote the production of meat on 
household plots, the state procurement prices of 
almost all animal husbandry produce obtained from 
fodder produced on these plots were increased with 
effect from the beginning of 1982. 


In Czechoslovakia, gross agricultural output 
decreased by 3.4 per cent in 1981, due to a 7.1 per 
cent fall in crop production. Grain output, at only 9.4 
million tons, was 1.6 million tons below plan. 
Unsatisfactory results were also registered in output 
of sugar-beet, crude fodder. fruit and vegetables. No 
change took place in animal output. and the average 
slaughter weight of cattle and pigs. as well as yields 
of milk per cow. decreased. Although livestock 
numbers fell—due notably to a reduction of 120.000 
and 500,000 in the cattle and pig herds respectively 
—fodder supply problems seem to be unavoidable in 
1982. Fertilizer deliveries (1.7 million tons) were 
slightly below the 1980 level. Drainage and irrigation 
work took place on 75.000 hectares. For 1982. some 
structural changes in output are envisaged—notably, 
a rise in the share of grain and high-yielding crude 
fodder crops in total arable output. The share of 
output produced on the basis of high concentrate 
fodder (pigs and poultry) in total meat output is to be 
reduced. while cattle breeding and fattening will be 
favoured. A new industrial enterprise will be estab- 
lished in order to improve the supply of spare parts 
for agricultural equipment. Price increases for indus- 
trial and agricultural products are designed to 
promote higher efficiency in agricultural production. 


In the German Democratic Republic. an estimated 
3 per cent growth of agricultural output was 
recorded. Crop output on the whole was good. but 
the roughly 9 million ton grain harvest, based on 


average yields of 36 quintals/ha., fell some 0.5 
million tons below the level of 1980. Crop output as 
a whole decreased by an estimated 0.3 per cent 
compared with 1980. However, the harvest of 
potatoes, suger-beet, green and silage maize and 
fodder crops was above plan and also above the 
average of the last ten years. Record livestock output 
was achieved in 1981. Taking into account the high 
above-plan and record levels of state procurements 
of meat, an increase of around 5 per cent over 
production in 1981 seems likely. Hence, meat 
consumption may have increased to more than 90 
kilograms per capita in 1981. For 1982, an increase of 
only 0.2 per cent in gross agricultural output 
(including forestry and the food industry) is planned. 
Priority will be given to increasing yields per hectare 
of grain and fodder crops and, in addition, to 
reducing, faster than originally planned, the level of 
grain imports needed to ensure fodder supplies. In 
order to equilibrate fodder supplies with domestic 
Output, it 15 intended that the procurement of 
livestock products will remain approximately 
unchanged between 1982 and 1985. This implies, 
inter alia, further progress in the silage construction 
programme, which is designed to expand the 16 
million т? capacity built during the last 3 years by a 
further 4 million m?’ and hence, to reduce losses of 
succulent fodder by at least 10 per cent. Through 
effective land utilization programmes, it is envisaged 
to raise crude fodder crop yields and reduce its area 
in favour of grain production. Further measures to 
develop agriculture were expected to follow the 
Twelfth Peasants’ Congress, to be held in May 1982. 


In Hungary, gross agricultural output stagnated in 
1981. Crop production decreased by 2.4 per cent. 
Grain output was 8.6 per cent lower than the record 
harvest of 1980. Unfavourable weather conditions 
and problems in fertilizer supply lowered the yields 
of wheat per hectare by some 16 per cent. Maize 
output increased by 4.4 per cent. But it has been 
reported that in spite of reduced crop output, fodder 
supplies for the increasing livestock herds remained 
adequate. Livestock output increased by 2.2 per cent 
in 1981. In 1982, gross agricultural output is planned 
to grow by 4.0-4.5 per cent. Higher yields both in 
crop and animal output are envisaged. Recent 
decreases in the area sown to grain are to be reversed 
by an extension of 10 per cent in 1982. A 10 per cent 
target is set for the increase in the fertilizer supply. 
The prices of agricultural inputs of industrial origin 
and purchase prices of agricultural products were 
fixed at levels on average 5 per cent higher (slaughter 
animals and cereals above average). A new 
regulatory system came into force on 1 November 
1981 which will reduce the total income of 
agriculture from the State budget by 5 per cent in 
1982. in order ю stimulate higher efficiency. 
Collective farms working under poor conditions, 
however, will be further assisted. The plan stresses 
the improvement of relations between large agricul- 
tural enterprises and household plots. in order to 
facilitate the development of cattle-breeding and 
pig-rearing by small producers. 

In Poland, as a result of favourable weather condi- 
tions in comparison with the exceptionally difficult 
year 1980. the harvest of cereals and root crops 
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increased, and there was a 4.1 per cent increase in 
gross agricultural production in 1981. Crop output 
was 20.3 per cent higher than in 1980. However, due 
to the shortage of fodder and cutbacks in imports of 
cereals and fodder. there was a considerable (12.5 
per cent) fall in the total output of livestock products. 
In June 1981, a marked drop in herd numbers also 
occurred. which was apparently arrested ш Ше 
second half of the year. Even so, meat output fell by 
19.2 per cent in 1981 compared with 1980. The 
difficulties of supplying agriculture with equipment 
and material inputs grew in 1981, with particularly 
severe shortages of spare parts for tractors and 
agricultural machinery. Nearly 4 per cent less 
fertilizer was used than in 1980. For 1982. the task 
has been set to increase the production of grains. 
meat, milk and processed products by making the 
greatest possible use of domestic resources. On the 
basis of long-term weather trends, agricultural output 
is expected to increase (grain output to 21 million 
tons, sugar beet to 15.2 million tons, potatoes to 43 
million tons) but prospects for livestock product 
output remain poor. Government policy is to raise 
the supply of plant protection chemicals, simple 
agricultural tools and machines and to maintain 
deliveries of fertilizer at the 1981 level. А special 
programme for the reorientation of industrial output 
toward satisfying the requirements of agriculture was 
adopted. The new price system is designed to offset 
the considerable rise in agricultural production costs 
by increasing procurement prices (on average by 21 
per cent) and also by raising subsidies for fertilizer. 
plant protection chemicals, machines and services. 
On the whole, it is estimated that outlays by farmers 
will increase by around 160 billion zlotys, and the 
value of commodity production of agriculture by 
more than 180 billion zlotys. 


In Romania, gross agricultural output fell by 0.9 
per cent and net agricultural output by 2.2 per cent 
in 1981. Due to unavourable weather conditions and 
unsatisfactory work in sowing and harvest, yields of 
all crops remained at the level of 1980 or fell slightly 
below it. Thus, 20 million tons of grain were 
harvested, 0.3 million tons less than in 1980, and 
livestock numbers decreased. As a result, a rationing 
system for basic food items was introduced in 1981. 
More than 2,000 tractors were delivered to 
agriculture. Fertilizer use increased from 1.2 million 
tons in 1980 to 1.6 million tons, but did not result in 
any increase in yields. In 1982. gross agricultural 
output is planned to increase by 6.0-7.9 per cent and 
net output by 6.8 per cent. Priority attention is to be 
given to cereals. production of which is planned to 
reach 24 million tons. consisting of more than 6.6 
million tons of wheat and rye and 13.3 million tons 


of maize. The share of livestock output in total 
agricultural production is expected to rise to 48 per 
cent in 1982 (44.9 per cent in 1980). The planned 
targets for livestock output (some 2.8 million tons of 
meat) and livestock iuinoders are slightly below the 
originally planned figures for 1981, thus confirming 
the disappointing performance in 1981. Investments 
financed by state and collective farms are planned at 
42.8 billion lei in 1982. Agricultural machinery 
stations, up to now separately managed, have been 
subordinated to agricultural enterprises. A new law 
on labour remuneration in collective farms has been 
put into effect, raising collective farmers’ incomes by 
about 25 per cent. At the beginning of 1982, agricul- 
tural prices were increased by 30 per cent, in line 
with the rise in production costs. 


The Soviet Union suffered its third consecutive bad 
harvest in 1981. During 1981, the agro-industrial 
complex received 37 billion roubles of investments 
(27 per cent of total investment in the national 
economy) and the sector’s productive potential was 
considerably expanded. Some 19.2 million tons of 
mineral fertilizer—406,000 tons more than in 1980— 
were used. But severe drought heavily affected 
agricultural production, and gross output decreased 
by 2 per cent. At 9.6 million tons, the output of raw 
cotton almost equalled the top record result recorded 
in 1980, but other crops fell below the already 
modest levels harvested in 1980. Only 60.6 million 
tons of sugar beet were harvested. Output of potatoes 
increased slightly to 72 million tons. The poor grain 
harvest affected the development of animal 
husbandry. There was a small increase in cattle and 
cow numbers, but the pig herds, which are highly 
dependent on output of coarse grain, decreased 
slightly. Output of meat rose slightly from 15.1 
million tons in 1980 to 15.2 million tons in 1981. 
Output of milk fell to 88.5 million tons, mainly due 
to decreasing yields per cow. 


The plan for 1982 has set very high targets for 
agriculture. Gross agricultural output is scheduled to 
rise by 10.2 per cent over average performance in 
1976-1980. No detailed figures for arable and 
livestock production are given in the plan document. 
Priority is given to grain and fodder production. To 
back the plan targets, some 37 billion roubles of 
investments have been allocated for 1982, of which 
9.9 billion roubles for land reclamation. The total 
amount set aside to finance state procurement of 
farm produce is planned to climb by 4 billion 
roubles. State agricultural enterprises are to be 
allowed to use nearly the whole profit earned to 
improve production potential and to establish or 
enlarge performance-based bonus awards to 
employees. 


3. INDUSTRY 


(i) Growth of industrial output in the region 


During 1976-1980, industry was the fastest 
growing sector of the economy in all the countries 
under review, gross industrial output for the area as 
a whole rising at an average annual rate of 4.9 per 
cent. This represents a slower pace than the 7.8 per 
cent attained in the preceding period, industrial 
performance in the second half of the 1970s having 
been adversely affected by more restricted and more 
costly inputs. This reflected in part conditions on the 
world markets which resulted in adverse terms of 
trade movements for all east European countries; 
domestically, a rapid deceleration in the rate of 
growth of labour supplies was compounded by more 
restricted investment resources as NMP growth rates 
declined (chart 3.3.1). 


The aggregate 4.9 per cent growth rate for the 
whole region during 1976-1980 covers a rather wide 
spectrum of performance in individual countries 
(table 3.3.1)—where rises ranged from an average 
annual rate of 3.4 per cent in Hungary to 9.5 per cent 
in Romania—though all the countries’ growth 


experienced some decline compared with the 
preceding quinquennium (see text table). 
Growth of industrial output 
(Average annual percentage change) 
1976-1980 1981-1985 
1971-1975 Plan Actual Plan 

выгача о. 90 92 6.0 Spl 
Czechoslovakia. . . 6.6 5.7-6.0 4.5 2.7-3.4 
German Democratic 

Кери. о 6.5 6.0 4.9 5.1 
ОТ 5 о 6.4 6.0 3.4 3.5—4.0 
Poland . 10.4 8.2-8.5 4.7 5g 
Romania . er eel 2.9 10.2-11.2 9.5 7.6 
Soviet Union 2... 7.4 6.3 4.5 4.7 

Eastern Europe and 


Soviet Union. . 7.8 6.3 4.9 4.5 


Sources: National statistics, CMEA Statistical Yearbooks, plans and plan fulfilment 
reports. 


The planned targets for industrial production for the 
period 1981-1985 embody a moderation of growth 
rates for the region as a whole, and are, in some 
cases, based explicitly on the probability that the 


growth constraints which appeared in the second half 
of the 1970s will persist. Growth is projected at lower 
rates than in the previous plan period in Bulgaria, 
Czechoslovakia and Romania; by contrast in the 
German Democratic Republic, Hungary and the 
Soviet Union the rate of industrial expansion 
foreseen has been set slightly higher than was 
reached during the preceding five-year period. The 
planned rates of growth of industrial production are 
highest in Romania (7.6 per cent annually), followed 
by Bulgaria, the German Democratic Republic and 
the Soviet Union (within a range of 4.7-5.1 per cent) 
(table 3.3.1). 


Basic objectives of the growth rates set are illus- 
trated by the projected structural pattern of indus- 
trial output. A _ particular high priority 15 the 
adjustment of production to the changing conditions 
on foreign markets, most countries stressing, 
implicitly or explicitly, the role of industry in 
improving external equilibrium by the promotion of 
export industries and also of branches capable of 
producing import substitutes. 


A further important objective is the continued 
expansion of consumer goods industries. This 15 
expected to be achieved both qualitatively—by 
improving the range of consumer goods produced— 
and also by increases in consumer goods production 
growth at rates much closer to those retained for 
producer goods production. 


As stressed in almost all countries’ five-year plans, 
the transition of industrial expansion into an 
intensive path of development is the main condition 
for the successful implementation of industrial 
strategy. Intensification plans are linked in a very 
direct way to growth outcomes. Specific targets are 
provided in most countries, for a wide range of 
performance determinants; labour and fixed asset 
productivity; input reductions per unit of output; the 
development of science and technology and their 
rapid absorption by enterprises; and шиа-СМЕА 
co-operation designed to rationalize the division of 
labour and the allocation of resources within the 
CMEA area. Although plans for the 1976-1980 
period laid down guidelines to the same end, they 
were not given the central role which they occupy in 
the current five-year plans. ; 


Plans for 1982 in east European countries envisage 
industrial production growth at rates slower than 
planned for the 1981-1985 period as a whole (see 
text table on p. 218). 
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CHART 3.3.1 CHART 3.3.2 
Industry: output and factor inputs Industry: efficiency indicators 
(Indices, 1973-1977 = 100) (Indices, 1973-1977 = 100) 
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CHART 3.3.1 (concluded) 


USSR 


1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 


Gross output 
eo — Gross output (Five-year plan) 
seeeesccnscecescsee Net output 
ee mm meee Employment 
ee eee Fixed assets 


Gross industrial output 
(Average annual percentage change) 


Plan 1981-1985 Plan 1982 
Buleariaeies вне: 2. < ок ое Sal 4.5 
Gzechoslovakialens ine ene 2.7-3.4 0.6* 
German Democratic Republic . . 5.1 4.6 
Hungary 3.5—4.0 2.0-2.5 
Poland . Ей a —(8 —10)*а 
Копа оо 7.6 5.68 
SOG te МИ: Бо воно с 4.7 4.7 


Sources: National plans. 
а |st quarter 1982 over Ist quarter 1981. 
6 Net output. 


The short term targets for industrial production 
reflect the complexity of economic conditions in 198] 
and 1982. Plans for the conservation of energy and 
raw materials, both of which remain in short supply, 
cannot be put into operation with significant results 
during the course of the first two years of the plan, 
and a comparison of annual targets for 1982 and five 
year plan objectives with actual performance in 1981 
suggests that an acceleration of industrial percentage 
growth rates is apparently foreseen in the final years 
of the plan period. А particular condition of 
development according to this timing would be the 
attainment of the improvements planned with regard 
to the foreign trade sector. 


URSS 
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CHART 3.3.2 (concluded) 


eS ee Ee 
1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 


Gross output per employee 
a a Fixed assets per employee 
——--——— Fixed assets/gross output ratio 
ие ооо ооо я Net output/gross output ratio 


(ii) Factor inputs and efficiency trends 


Plans for 1976-1980, and again the plans for 
1980-1985, stressed the importance of intensive 
growth factors, and the attainment of the planned 
indicators in this respect will be a precondition for 
reaching the desired level of output in 1985. In 
general terms, and leaving aside the various theor- 
etical and methodological difficulties connected with 
measuring the size and contribution of intensification 
to production growth, the phenomenon can first be 
contrasted with “extensive” growth. This is charac- 
terized by the predominant role of expansion of all 
production inputs—labour, fixed assets and material 
inputs in relation to output; “intensive” growth is 
characterized by the predominant role of factor 
productivity. Intensification of industrial growth is 
on this basis described as a process whereby total 
productivity gains provide an increasing contribution 
to output growth. 


Indices of labour productivity and capital produc- 
tivity taken separately already give a partial insight 
into the process of intensification (chart 3.3.2). 
However, their movements are not identical, and 
may even develop in opposite directions (table 3.3.2). 
Though there is no single method for measuring 
overall progress of the intensification process, and 
the results are sensitive to different assumptions as to 
the relative weighting assumed for each factor in the 
total, it 1$ possible to devise some idea of trends. in 
the first instance, by calculating indices of total factor 


TABLE 3.3.1 


Gross output and factor inputs in industry 
(Average annual percentage change) 


ее eee eee ee ee 


Gross output Employment Gross 
Е fixed 
Plan Actual Plan Actual ne ar 
Bulgaria 
1976-19805 Bas 2 2 |: 9.2 6.0 ae 1.5 10.0 ТЫ 
{OS OSS тв De An 
и а 7.8 5.4 Og Ц 8.4 —0.6 
О се 6.3 4.0 ed! 23 9.2 10.2* 
LED oe Nek ee re ol ones 5.6 5.6 poe 
О око eS 4.5 
zechoslovakia 
IETS a в 9 4.5 ck 0.7 6.1 6.9 
ТО 198... 27а 0.2“ 
ое а. 4.5 351 Ong 0.6 5.9 6.6 
SSO See а = 4.0 3.3 0.8 0.7 5.7 3.6 
NOS ewes ee ОА BF 2.0 0.5 0.47 
1 OR ее ЕЕ 0.6* 
German Democratic 
Republic’ 
1976-1980. ..... 6.0° 4.9° ae 0.5 6.0 5,1 
LOSE ORSe Ge. eee 5.1 ae 
TO cae Swale et. Е 55 4.8 0.87 0.6 5.8 4.1 
Cre a вона За поеь 4.7 4.7 Qe 0.2 5.9 3.6 
WOR | eee eo. oa ie 5.0 “Sail = (Sy 
(aw geet ОА 4.6 0.6* 
Hungary 
1976—1980. = 6.0 3.4 ne =I 8.0 4.3 
1981—1985... _ 3540 Ars 
hee ea 4.0 3.0 ll ey 9.5 Ae) 
(S80 pe сое 0 2] =O." SDS 8.1 =| ila 
О... 333 22 Ax el 
с, ee ee re О] 
Poland 
[970 1950 оон ee 5) 4.7 a 0.4 9.3 5.8 
LOSI 198520 в а re ae 
OU Bites, . oak See ire eee 4.9 Daf —0.47 0.0 7.9 —14.3 
ОВО о пы ny ef — 0.0 О 0.2 5.8 —14.0 
(Osler ete № 0.0 — 12.0% —0.3 4.0 
[ROR сн чув 0.6* 
Котата 
1976—1980... « « - 0212 9.5 10—21 35 10.4 7.8 
1981985. bee Bey Ме 7.6 0.6“ 
TS ey bal oe en 11.3 8.0 1102 3.9 9.6 7.4 
О DUNS p АР 11.4 6.1 25” И 10.0 IES) 
о bs ume 8.1 2.64 1.0 
И < cane ir ee aaah A 500 
Soviet Union a 
1976—1980 7° OS 6.3 4.5 0.8 1.6 7.6 5.3 
TOSTE TOSS ee le Ч. 4.7 on 0.5 : 
ODO ERS ИУ СН 511 3.4 1.0 ils} 7.6 2 
ПОЗ See 4.5 3.6 0.7 Tet Wil 2.4 
ТОК: УР 4.1 3.4 ORS Owe 
По Oe nal eee 4.7 oe 0.6 
Byelorussian SSR a a 
1976=1980i—"— Oe 7.4 be 1.9 2.4 9.8 55 
TOS 1=198S ee te 5.1 и. НЯ т oe MA 
19700: Qs, : Ate oo OS 6.2 6.9 1.1 2.6 9.9 = 3,5) 
CRYO ee пе 5.9 6.0 1.6 1.8 9.9* = 7/3) 
TO Sie ara oe te жа 4.1 4.5 По 42% 9.6* 
WOR ON ия 4.3 a ИЗ 


220 


Recent economic developments and five-year plans in eastern Europe and the Soviet Union 


TABLE 3.3.1 (continued) 
А а 


Gross output 


Gross 


Employment J 
fixed 


Fixed capital 
Plan Actual Plan Actual assets formation 
Ukrainian SSR a a 

1976-1980 . 58) 3.9) Ow 1.6 6.8 4.2 
1981-1985 . 4.2 ee 1.0 be os 
1979 . 52 3.0 №> 1.4 ie —=256 
1980 . 4.0 MD 1.3 te 6.7 1.6 
1981. 3D) 3.0 а 0.7 6.7 
19824. 4.0 1.6 


a 


Sources: National statistics, CMEA Statistical Yearbooks, plans and plan-fulfilment reports. 


Note: Average annual gross fixed capital formation during 1976-1980 over the average of the preceding five-year period. 


"Derived from output and productivity data. 
В Commodity production. 

“Sales at current prices. 

4 Marketable production. 


© Net output. 


productivity. The sensitivity of results to different 
assumptions as to the relative weighting of each 
factor in the total should, however, be borne in mind. 


Labour _ productivity—measured terms of 
country-weighted gross industrial output рег 
employee—rose in the region at an average annual 
rate of 3.4 per cent during 1976-1980 compared with 
5.9 per cent in 1971-1975. The deceleration was 
common to all countries of the region, and in most 
countries rates varied between annual averages of 3.5 
to 4.5 per cent. The only exceptions were Romania 
(5.8 per cent annually) and the Soviet Union (2.8 per 
cent) (table 3.3.2). 


The explanation of declining trends in productivity 
growth is very complex and not subject to purely 
statistical treatment. Many reasons influencing this 
tendency were reported. Structural shifts in industrial 
production, reflecting changes in domestic and 
external demand, have not contributed to produc- 
tivity growth in the second half of the 1970s as much 
as during 1971-1975. In many industries there were 
limitations on the side of material inputs, particularly 
energy and imported raw materials. In several 
countries, the distribution of the labour force did not 
fully correspond to the level and rates of expansion 
of industrial fixed assets. In many cases fixed assets 
were not fully utilized and technology and organiza- 
tional methods lagged behind up-to-date require- 
ments. The management system and _ industrial 
policies during 1976-1980 were, moreover, oriented 
more towards reaching balanced growth than to 
promoting substantial increases in labour produc- 
tivity. 


in 


As shown by the figures in the following text table, 
the share of industrial output growth accounted for 
by the growth in labour productivity increased 
during the 1970s in Bulgaria, Hungary, Poland and 
Romania. These were the countries where the 
slowdown in the growth in industrial employment 
was most marked between the first and second halves 
of the decade (table 3.3.1). The biggest change 
occurred in Hungary, where industrial employment 
decreased in absolute terms. The proportion of 


output growth accounted for by rising labour 
productivity in that country hence amounted to more 
than 100 per cent. 


Share of labour productivity in the growth of industrial output 
(Percentage of gross industrial output) 


1971-1975 1976 1980 Plan 1981-1985 

Bulgaria. 69 73 ae 
Czechoslovakia 89 82 93—94 
German Democratic 

Republic. 95 90 
Hungary 95 132 
Poland 70 91 ge 
Romania 48 61 92 
Soviet Union . 78 62 89 

Area average 

(unweighted) 78 84 


Sources: As for table 3.3.1. 


Note: Due to differences in coverage and methodology applied, figures in this table 
may differ from officially reported data. 


Despite the lack of data covering all countries for 
1981-1985, further increases in the share of labour 
productivity in output growth can be expected, not 
only because of the continuing deceleration in the 
rates of growth of industrial employment. 


_ Capital productivity—measured in terms of gross 
industrial output per unit of industrial fixed assets— 
showed a notable downward trend during 1976-1980 
as compared with 1971-1975 in all countries. 
Substantial changes occured in Czechoslovakia, 
Bulgaria, Hungary and Poland, where average 
annual capital productivity growth in 1976-1980 fell 
as against 1971-1975 by 2.5-5.0 percentage points. 
Indeed in all east European countries and the Soviet 
Union, industrial fixed assets in 1976-1980 grew 
faster than industrial output and capital productivity 
declined (table 3.3.2). 


There are a number of interrelated causes for the 
decline in capital productivity, among them more 


ere ena al ee a eee 


TABLE 3.3.2 


Productivity indicators in industry 
(Average annual percentage change) 
ne ad ee oe 


Total productivity 4 


Labour Capital Capital 
productivity? intensity productivity® A B 

Bulgaria 
ISSA le Ok ie ee 6.2 6.9 {05 4.2 3.5 
А о ао 4.4 8.4 = 2.0 ie 
RPC OS a Sal 6.6 =] 1.8 ial 
LOS wee ae Se rail 6.7 5] = 0.2 —09 
1981 Pa a 

Czechoslovakia 
1974-19975. 2): a 5.9 4.9 lait 4.5 4.0 
О о. т“ 3 5.3 S15) р] 1.6 
1979 : 3.0 5.3 =) il 3) 1.0 
1980 2.6 5.0 RE Пой 0.6 
1981 1.6 

German Democratic 
Republic 
Е fe ey 6.2 6.1 0.1 4.4 3.8 
1976-1980 42 S22 4.4 5.4 0) 2.8 D2 
Ca ey ея 4.1 5.1 —0.9 2.6 Dal 
О-о oe oer 4.4 5 = 2.8 2.2. 
1G Silene ae cot gs, eee 4.6* 

Hungary 
OM OG ge sg oe 6.1 7.8 =1.5 3.8 ЗЫ 
976—150 2 = = 4.5 9.2 —4.3 1.8 1.0 
о 4.6 eS: = 0 1.4 0.4 
LO GO ee tere. 12) a 0.5 10.9 —9.4 ==7.5 =. 
О Е 4.5 

Poland 
О 7:3 62 1.0 5.4 4.8 
SSOP | Ne ee 4.3 8.9 il) i 0.9 
1979 2.6 7.8 —4.9 0.3 —0.4 
1980 (0) 5.6 =) = N07 =, 
1981 4.3 

Котата 
О. ее 6.2 6.5 =.) 4.3 3.6 
о О о 5.8 6.7 = 3.8 В 
Е № обо. 3.9 DED) =) 2.9 1.7 
LOS ее ie am ee ee Sa 7.5 5) ie) 0.8 
1981 

Soviet Union 
191 =1975 a we 5.8 7.0 | 7 3.0 
1976—1080 м... 2.8 5.9 =e ie 0.5 
CHR) о в, Нов % De. 6.1 9 0.4 —0.2 
NOON S28 A ВЕ 2S 6.0 = 0.8 0.2 
О kA ss 2.1 


_рргвщЩщЦОЦОП"“гемм"м"мМмМмМммеммммммм"мм‚м"ммммм"м"ЫЖ5Ы  —6—ШШШШ8686б6б6б0606 ооо 


Sources: As for table 3.3.1. 

4 Gross output per employee. 

Fixed assets per employee. 

Gross output—fixed assets ratio. 

ЧТре figures for total productivity were obtained in two variants by combining the growth rates of labour productivity and 
capital productivity with weights: 0.7 in the case of the former and 0.3 in the case of the latter in variant A and with weights 0.6 and 
0.4 in variant В. The relationship approximates that between the wage fund, imputed capital charge and an allowance for deprecia- 


tion of fixed assets. 


limited availability of material inputs, and slower scarce labour by fixed assests, and environmental 
labour productivity growth which has occurred for a protection expenditures have contributed to this 
variety of reasons (see section 3.1 (i)). In addition, trend. The majority of countries in the region have 
the increasing share of the capital intensive energy reported a substantial degree of under-utilization of 
sector in investment allocation, the need to substitute capital—another reason for the decline in capital 
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28 
productivity, although this або provides ап 


eS Sa SAO > RE SEN ee - ; . : 
< 5 eee ее. - important reserve for the future expansion of indus- 
trial output. 
Following the five-year plan strategy of intensifi- 
с > 29 = Ее cation of development, several measures have been 
taken to reverse these trends. Substantially lower 
rates of growth of industrial investments in 1981- 
1985 as compared with the preceding period will, in 
> 2 22 м о eligi nee the first place, force enterprises to use existing 
capacities more efficiently. A number of countries are 
also. promoting the faster write-off of obsolete 
a equipment. Innovations in incentive systems to 
= ее _ 2 encourage enterprises towards fuller utilization of 
| capacity will also work to the same end. 
Total productivity indices combine changes т 
> = оо ыы labour and capital productivity in order to provide a 
"2 > ae я то combined synthetic indicator of total factor 
performance. The main problem, as noted, concerns 
the weighting of each of these two partial produc- 
Е a livity indicators. Taking into account relevant 
= oe А es 
ei 6 oe Shee = = indicators of NMP allocation in the countries under 
review, labour and capital productivity are weighted 
as shown. 2** 
a mp ne ое svi 
+ = =O 5 зим Total productivity changes 
(A verage annual percentage change) 
a © MAN eS a “oa => 1971-1975 1976-1980 
vi Qa “at — = SS) N 
Bulgaria а 4.2 2.0 
@zechoslovakiae а 4.5 2:1 
ae ett oo ies Sp OL SIS German Democratic Republic. . 4.4 2.8 
5 a э-< + Ww маи Hw Ноа д ао 3.8 1.8 
О ро М 5.4 1.7 
Ка а: 4.3 3.8 
А О ее ent ae 3.7 1.1 
os s ae a Е 2 S = г a 2 g Area average (unweighted) . . . 4.3 Le 
Note: Labour and capital productivity growth rate were combined with weights of 0.7 
and 0.3 respectively. The weights approximate relationships between the wage fund. and 
= os ee oS an imputed capital charge (including an allowance for depreciation of fixed assets). 
fe a The movements between the first and second 
halves of the 1970s indicate a clear declining trend of 
2 a $8 2 Ag?) Ne total. productivity in all countries under review. 
2 According to the separate productivity indicators 
= mentioned, this trend stems mainly from the very 
= steep declines in capital productivity noted above. 
loa = ort > ON (=) = 
yi roa) Se = а = 2 
3 Total productivity and industrial growth 
8 2 3 (Percentage shares in total output growth) 
vi bed = £ | Bs a a и x - 1971-1975 1976-1980 
= 
| ТТ Е ОР ЛЕС 33 
Е Саеспо оао toe une 68 47 
= German Democratic Republic. . 68 Si 
PICTON sg te Sete ee abe ge os 59 53 
И. т а оо оч © Sy 36 
= Во ne сз ЗЕ. 33 40 
wo we es Sota Uti Gs 5 5 2 5 50 24 
Е Ем а мо м НЕ 
= | = 
“x < = oo = = го = : Sources. As for table 3.3.1 
Bo РИА Я-А 2 ot 
е=- & © exoe = > са = = с | : 
ВЕКЕ, МЕНЕЕ Ris aE Е & |= “* However, the technique still leaves out of account the 
ee Ноя [я 5 material intensity of production, discussed separately below. 
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The proportion of output growth accounted for by 
the growth of total productivity thus diminished in 
the 1976-1980 period in comparison with 1971-1975 
in all countries but Romania, as can be seen from the 
preceding text table. 


If a contribution of 50 per cent by total produc- 
tivity, as distinct from changes in the level of inputs, 
to industrial output growth is taken as the border line 
between the predominantly “extensive” and 
predominantly “intensive” character of industrial 
expansion, some east European countries which 
crossed this borderline in 1971-1975, shifted back 
from a predominantly intensive to a predominantly 
extensive growth pattern in 1976-1980. This is the 
case for Czechoslovakia and Poland, and the same 
might be said for the Soviet Union, and also for 
Bulgaria, which in 1971-1975 were at the border 
between the two types of development. The growth 
of industrial output in the German Democratic 
Republic and Hungary also became less intensive, 
although it still remains above the demarcation 
point. The contrary tendency is recorded only for 
Romania but at levels below the demarcation point. 


The strategy of the five-year plans for 1981-1985 
emphasizes the need for changes in these trends, and 
calls for action to reorient industrial development on 
an intensive path. In all countries of the region 
improvement in the use of existing production 
factors is seen as a highest priority objective. *”” 


The material intensity of industrial production, in 
most countries of eastern Europe and in the Soviet 
Union judged as excessive, has also been attracting 
increasing attention from planners, and is an increas- 
ingly important element of the economic strategy 
orientation towards higher efficiency. The east 
European countries are to a great extent dependent 
on imported energy and raw materials, and the 
impact of price increases on the balance of payments 
are of considerable importance. Reducing energy 
and material inputs per unit of industrial production 
is thus seen as an essential step if balance of 
payments problems are to be _ resolved. The 
successful accomplishment of these aims could also 
have important internal repercussions, since it would 
release investment and labour resources to other 
sectors of the economy. 


There are no adequate global indicators to 
measure changes in material intensity. Some 
estimates of trends in this regard are given by 
comparing the aggregate growth of gross and net 
output, since the difference between the two provides 
a rough indication of the efficiency of material inputs 


over time. (In the following text table an increasing | 


ratio of net to gross industrial output growth rates 
indicates higher efficiency of material inputs, and 
vice versa.) 


_ The ratio of net to gross industrial output growth 
in the last quinquennium has become more 


* For example the Soviet Law on the five-year plan calls 
special attention to measures for ensuring growth in the produc- 
tivity of labour, intensification and increased efficiency through 
accelerated scientific and technological progress, bigger savings of 
materials. improved management. Ekonomicheskaya Gazeta. 
No. 48, November 1981. 
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Gross (A) and net (B) industrial output 
(Average annual percentage change) 


A B B/A 

Bulgaria 

Ен Я cn =o a Ш 9.0 9.3 | 

1976-1980 eee 6.0 6.8 1.13 
Czechoslovakia ¢ 

ПЕ See ey 5.9 6.1 1.03 

MESO. а on oo ay) 3.5 1.00 
German Democratic Republic ¢ 

I97I=197TS ве Se 5.9 5.8 0.98 

1976-10 =n ee ame 4.9 5.0 1.02 
Hungary 

О ee ee 6.4 7.5 AZ 

1976=198 00 aes eee 3.4 3.8 1.12 
Poland 

ПО 10.4 10.8 1.04 

О Бе ово в 4.7 2.6 0.55 
Romania 

1LOTI=LO Sie Set eee ee 175 14.4 1.12 

SEAS YO а 9.5 8.9 94 
Soviet Union 

[97s = 197 в eee 7.4 7.8 1.05 

[975=]9 80 м и. 4.5 4.9 1.09 


Sources: As for table 3.3.1. 
4 Based on national accounts statistics. 


favourable compared with the preceding five-year 
period ш Bulgaria, the German Democratic 
Republic and the Soviet Union. A marginal deterio- 
ration has taken place in Czechoslovakia and 
Hungary though in the case of Hungary, the growth 
rate of net output outstripped that of gross output in 
both five-year periods. A considerable fall in the 
ratio has occurred in Romania, and the largest which 
was very sharp indeed, took place in Poland. 


The five-year plans for 1981-1985 call for very 
substantial economies in energy, raw materials and 
other material inputs. In the German Democratic 
Republic savings in the consumption of energy are 
expected to amount to some 70 million tons of fuel 
(in terms of brown coal equivalent) during 1981- 
1985. Cuts in consumption are targeted to produce 
savings of 2.2 million tons of rolled steel, 50,000 tons 
of aluminium, 15,000 tons of copper and 1.9 million 
tons of cement. Utilization of secondary raw 
materials is planned at the level of 30 million tons. 
Reduction of fuel and raw materials consumption is 
the major objective of the target programme for 
rationalizing fuel and energy consumption in 

zechoslovakia. The programme envisages savings of 
roughly 12 million tons of fuel (expressed in conven- 
tional units) by 1985 and 27 million tons by 1990. 
The five-year plan for 1981-1985 also envisages 
energy savings averaging 2 per cent annually, and for 
metals, an annual average of 4.5-5.0 per cent 
annually. In Romania economies in inputs should be 
reflected in the higher growth rates of net compared 
with gross industrial output—average annual rates of 
growth of 8.8 against 7.6 per cent respectively. The 
Soviet five-year plan provides for the saving of 200 
million tons of fuel (coal equivalent), 8.5 million tons 
of rolled metals and 50 million m* of wood by 1985 
over and above present norms of consumption. 
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TABLE 3.3.4 


Structure of industrial production by major branches 
(Percentage share) 
м 


Electricity 


and Metal- Engin- $ ae i 
Total heating Fuel lurgy и Chemicals mates а а site 
Bulgaria 
ae . 100.0 BS 4.6 Soil 20.2 LS ЗУ 159 25.4 
ae 100.0 DD) 3.8 355" 24.8 7.6 39) 133, DSS) 
100.0 2.4 87 3.4“ 29.4 8.9 4.2 8) 20.4 
zechoslovakia 
1970 100.0 3.4 10.2 14.5 24.3 8.8 87 15.3 17.0 
1975 100.0 3.3 Ws 13 26.5 10.0 3.8 15.0 15.6 
1980 100.0 33 Tell 10.9 30.8 10.4 3.6 14.7 14.0 
German Democratic Republic 
1970 100.0 Sy) fee. 34.4 35 2.4 Л 18.9 
1975 100.0 Ва 7.8 95 15.0 2.0 3} 16.5 
1980 100.0 8.3 6.7 9) 13.8 1.8 10.1 a2 
Hungary 
1970 100.0 2S) Se 10.9 25.1 о 333 18.0 20.7 
1975 100.0 Zeit 4.2 10.0 27.0 14.5 pal 17.4 19.1 
1980 100.0 95 3.6 Я 26.7 17.0 3.2 16.3 18.9 
Poland 
ТО 100.0 25) То ies) 25.6 8.9 3.3 13.6 1759 
LOS 100.0 23 6.2 10.4 Bile 95 3.0 ay 16.6 
1980 . 100.0 23 5.8 9.8 34.7 9.4 DS We) 15.3 
Romania 
Тото: 100.0 9:2 5.3 11.8 25.0 10.1 3.4 ADS) ПУ 
19750 100.0 2.0 5.7 ules 30.5 8.6 3.0 21.5 15:2 
1980 . 100.0 1.8 4.5 10.6 35.2 8.7 3.4 20.6 12.8 
Soviet Union 
[STOR 100.0 248) 6.4 19.7 5.7 4.1 18.9 20.0 
1975 100.0 3.0 6.0 24.0 6.6 4.1 16.7 18.4 
1980 100.0 3.0 5.6 28.7 7.0 3.6 15.9 5» 
Sources: As Гог table 3.3.1 
Note: Data are not strictly comparable because the national classifications of industrial branches are used. 
7Excluding non-ferrous metallurgy. 
(iii) Industrial branch developments In engineering, changes in the structure of 


Industrial branch developments in 1976-1980 were 
affected by various factors both on the supply as well 
as on the demand side—in particular, by limited 
possibilities for expanding energy and raw material 
imports and a decelerating growth in the supply of 
labour and investment resources. Output of the fuel, 
metallurgical, light and food processing industries 
expanded at slower rates than industry as a whole 
(table 3.3.3). The engineering and chemical indus- 
tries continued to grow faster than other branches in 
all countries of the region but Hungary, where the 
share of engineering in the total industrial output 
slightly decreased in 1980 as against 1975 (table 
3.3.4). 

Shifts in the structure of output within branches 
appear to be taking place on a bigger scale than 
formerly, as new forms of international specialization 
and co-operation, actions to speed up technological 
progress, improve quality and to realign output struc- 
tures to changes in demand have been implemented. 


production have been particularly pronounced in 
recent years, and this will continue into 1981-1985. 
This reflects the fact that the engineering branch is 
the most important source of equipment required for 
the process of technical innovation in the rest of the 
economy. In the years to come, it will increasingly 
involve the development and production of elec- 
tronics, robots and machine systems for automation 
and complex mechanization. The branch will also be 
affected by plans to increase the range of the intra- 
CMEA specialization agreements. The 35th session 
of the Council for Mutual Economic Co-operation, 
held in 1981 in Sofia, decided to expand co-operation 
in electronics—in particular in the production and 
application of micro-processors, communications 
and electronic radio equipment. Although no 
quantitative data are available so far, it would 
appear that increased emphasis will also be put on 
the development of energy equipment—notably, 
equipment for atomic power stations, automatic 
pumps for gas transportation, etc. 
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As noted earlier, in the majority of countries the 
chemical industry will also grow in the 1981-1985 
period at faster growth rate than industry as a whole. 
This tendency is strongest in Romania, where annual 
growth rates of the chemical industry are planned at 
10.2 per cent against 7.6 per cent for overall indus- 
trial growth. Relatively high growth rates of the 
chemical industry are also envisaged in the Soviet 
Union and Bulgaria (5.7 per cent and 7.7 per cent 
respectively). Nevertheless, in some east European 
countries the expansion of the chemical industry will 
be restricted by limitations on oil imports, though in 
Romania there is a growing trend to export oil 
products refined from imported supplies. A general 
tendency is to increase the manufacture of plastics 
and synthetic resins to serve as substitutes for metals. 
High growth rates are also set for chemical fibres— 
synthetic fibres in particular—and pharmaceuticals, 
cosmetics and other consumer products will be 
produced in greater quantities. 


In ferrous metallurgy, structural changes have gone 
in the direction of raising the share of quality steel 
and widening the range of shapes and sizes of rolled 
products. This process is likely to continue. Policy 
measures to economise the use of metals, noted 
earlier, has resulted in stress on qualitative rather 
than quantitative growth of the branch. 


Both the light and the food industries grew at 
substantially below average rates in 1976-1980, 
though the growth of light industry has been the 
faster of the two (table 3.3.3). Expansion is planned 
to approach the whole industry average more closely 
ш 1981-1985. А _ long’ term _ target-oriented 
programme of international co-operation in this field 
has been agreed, which presupposes greater 
exchanges of consumer goods among the member 
countries. Qualitative improvements in output are 
also. envisaged for 1981-1985; the commodity 
composition of the structure of the output will be 
broadened and quality improved in line with 
changes in foreign and domestic demand. 


(iv) Main characteristics of industrial development 
by country 


Industrial output in Bulgaria grew at an average 
annual rate of 6.0 per cent during 1976-1980. The 
fastest growing industrial branches were the most 
technology-intensive ones—engineering, chemicals 
and electricity—with growth rates of 9.4, 8.9 and 7.5 
per cent respectively (annual averages). 


Industrial production in the plan period 1981-1985 
is to increase by an average 5.1 per cent annually; the 
planned slowdown in industrial growth appears to 
arise from limitations in the supply of material input, 
particularly energy, deteriorating terms of trade for 
the country during recent years and labour scarcity. 
More efficient use of productive resources, as in other 
east European countries, is defined as the precon- 
dition for dynamic and stable industrial growth. 


Priority development of engineering, at an 8.5 
planned average annual percentage growth rate, will 
continue. The improvement of machinery supplies to 
the energy, metallurgical and chemical branches and 
to construction is stressed, together with new product 


specialities including industrial robots. microelec- 
tronics and high technology equipment for 
automation and communications. The chemical 
industry, with a 7.7 per cent planned annual growth, 
is also a high planned growth branch. It is envisaged 
that the domestic raw material basis be used more 
and the assortment of chemical products broadened. 
Ferrous metallurgy will expand production at an 
average annual growth of 5.4 per cent on the basis of 
new technologies. Stress will be placed on higher 
quality products. In the energy sector production 1$ to 
grow by 5.4 per cent annually. The plan stresses the 
expanded utilization of domestic resources and 
economies in their use. Research is to be oriented 
towards new forms of energy—including geothermal 
and solar. Light industry is set to grow by 4.6 per cent 
annually. The range of consumer goods will be 
broadened, with special attention paid to consumer 
goods for children and young people. Finally, food 
industry output is scheduled to rise by 3.7 per cent. 
Planned structural changes take into account the 
objective to ensure higher living standards, provide a 
basis for technical progress and extend the interna- 
tional division of labour, in particular within the 
CMEA area. 


The importance of industry in economic 
development continued to grow during the 1976— 
1980 period in Czechoslovakia. Industrial production 
rose at an average annual rate of 4.5 per cent. 
Engineering increased its share ш industrial 
production from 24.3 per cent in 1970 to 30.8 per 
cent in 1980, and the chemical industry from 8.8 to 
10.4 per cent. Rapid growth was also recorded in 
industries based on domestic raw materials, such as 
wood-working (an average annual increase of 5.3 per 
cent) and glass and ceramics (5.2 per cent). Output of 
nuclear power generation equipment rose excep- 
tionally fast—by more than 16 times. Output of open 
cast lignite extraction equipment rose 2.5 times, 
production of transistors and microelectronics rose 
almost 2.5 times, petrochemicals increased 2.3 times 
and output of plastics almost doubled. Engineering 
industry increased its share in total industrial output 
with a 6.7 per cent average annual growth rate—the 
highest recorded by any industrial branch. Though 
rapid development of certain high technology sub- 
branches took place, it was not on a scale to satisfy 
the increased requirements of the domestic and 
external markets; targets for exports of engineering 
products were not fulfilled. The chemical industry 
averaged a 5.8 per cent annual growth rate. The basic 
raw material for expanded production was Soviet 
crude oil. The metallurgical industry improved the 
product range, notably by the production of steel 
pipes, special steels for the nuclear programme, and 
steel tyre cords. Special attention was devoted to 
expansion of the fuel and energy base (table 3.3.7). 
The commissioning of two 440 MW reactor units of 
Jaslovské Bohunice nuclear power station signified a 
qualitative change in the expansion of the power 
industry. In light industry, production expanded most 
rapidly in the sub-branches based on domestic raw 
materials. 


_ Over the 1981-1985 period, industrial production 
is scheduled to rise by 14-18 per cent in 1985 as 
against 1980, indicating an average annual growth 


Industry 


rate of 2.7-3.4 per cent. A key task for all branches 
will be to achieve the planned rates of advance while 
making savings of 2 per cent in fuel and energy. 


The engineering branch will continue to occupy the 
key role. Production is to be raised by 5.1-5.9 
annually. The plan is demanding from the viewpoint 
of the structure and quality of engineering 
production. In the electronics sub-branch, the 
expansion of manufacturing capacities is to be 
speeded up. by rapid introduction of В and D and 
co-operation with other CMEA countries, and the 
growth of output is expected to reach 6.3-7.3 per cent 
annually. The expansion of chemical production will 
be concentrated on special chemicals, in particular 
pure chemicals, organic dyes. polymer additives, 
drugs, biofactors and coating materials. 

In the fuel and energy branches, coal extraction is 
to rise to 125-128 million tons by 1985 against 123.1 
million tons in 1980. Coal and nuclear fuel are 
regarded as the principal sources of electricity and 
heat generation. It was reported that nuclear power 
plants will account for 55 per cent of the planned 
imcrease in electric energy capacities of 3960 MW; 
their planned output in 1985 is estimated at 15 
billion kWh. In metallurgy the maintenance of the 
levels of metal production already achieved serves as 
the point of departure, savings of metals in industry 
as a whole being set to an average 4.5—5.0 per cent of 
current consumption annually. The share of high- 
grade steels is to increase. Light industrial production 
will be increased by 2.3-2.8 per cent annually up to 
1985, with concentration on broadening the range 
and raising the quality and technical standard of its 
products. Production of the wood-processing 
industry should go up 4.1-4.6 per cent annually. 
Exports in branches processing domestic raw 
materials are to go up substantially and light industry 
is to contribute importantly to this. 


Industrial production measured in terms of 
“commodity production” increased in the German 
Democratic Republic at an average annual rate of 4.9 
per cent during 1976-1980. Annual percentage 
changes were relatively stable, since the variations of 
growth rates of gross industrial output moved 
between 3.7 per cent in 1978 and 5.9 per cent in 1976. 


The main changes in the pattern of growth were 
due to the above average growth of engineering and 
metal working (6.7 per cent average annual 
growth), within which there was a rapid growth in 
electronics output. The reorientation also involved 
strengthening the energy and raw material base, and 
energy and fuel output grew by an average of 6.2 per 
cent annually, glass and ceramics by 5.6 per cent and 
chemicals by 5.1 per cent. Light industry was 
developed at a rate close to 4 per cent and the food 
industry by 2.8 per cent, in terms of average annual 
growth. 

The five-year plan for the 1981-1985 period 
envisages a slightly higher rate of 5.1 per cent 
annually compared with performance in 1976—1980 
(4.9 per cent). This target 1s to be met through higher 
efficiency in utilization of production resources, and 
by increases in labour productivity which will be very 
close to growth rates of industrial production. 
Development strategy in the field of industry presup- 
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poses greater achievements in  scientific-technical 
progress. better use of raw materials and fuels, and 
improved product quality. 


Engineering will increase at an annual rate of 7.1 
per cent. Priority will be given to the production and 
application of microelectronics, industrial robots and 
electronics: the production of microelectronic 
elements will be doubled. For highly integrated solid 
State circuits, optimum and high performance elec- 
tronic components output is to be increased by three 
to five times. In the 1981-1985 period 40-45,000 
industrial robots are to be produced and used. 
Expansion of the use of microelectronics 15 
considered as an important prerequisite not only for 
increasing the technical level of all branches of the 
economy, but also for increasing export capacity. 
The development of robotics and microelectronics 
will be coordinated with other CMEA countries, 
particularly with the Soviet Union. Light industry 
will grow at rates closer to that of industry as a 
whole—by 4.8-S.1 per cent annually. Production of 
local, mainly consumer oriented, industry will grow 
at a rate by 6.2-6.5 per cent annually, and will thus 
help to improve the supply of a wide range of 
consumer goods and services. 


Gross industrial production in Hungary rose by an 
average of 3.4 per cent annually during 1976-1980. 
However a marked deceleration in the rate of indus- 
trial growth, including a fall in production of 2.1 per 
cent in 1980, was recorded during the period. Slower 
growth was essentially due to the efforts made to re- 
establish the balance of economic development 
designed in particular to cut back import growth and 
the trade deficit. Production levels were reached with 
a decreasing labour supply, labour productivity 
growing faster than output. Among the predomi- 
nantly producer goods branches, the electricity and 
chemical industries expanded at above average 
annual rates (6.0 per cent for the former and 6.5 per 
cent for the latter), though a decelerating trend 
during 1976-1980 became apparent in_ these 
branches too. Exceptionally among the countries of 
the region, engineering grew only moderately—by an 
average annual 3.3 per cent following a decline in 
absolute levels of nearly 6 per cent in 1980. The two 
major consumer goods branches, the light and food 
industries, expanded at rates very close to that for 
industrial production as a whole. 


During the five-year plan 1981-1985 industrial 
output is set to increase by an annual rate of 3.54.0 
per cent—slightly higher than those achieved in the 
previous quinquennium. This performance is to be 
achieved through increased productivity of labour. 
The pattern of development will be subordinated to 
the objective of balanced economic development, in 
particular the foreign trade balance. The share of 
exported products in total industrial output should, 
as stated, increase significantly. 


Contrary to the trends in 1976-1980, the engin- 
eering industry is expected to grow faster than 
industry as a whole. At the head of the priority list 
are the following items: spare parts and tools; elec- 
tronic products; machines and production lines for 
the food-processing industry and for agriculture; 
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equipment for the production, distribution and 
consumption of electric power; road vehicles and 
spare parts for them; up-to-date machine tools and 
consumer durables. The chemical industry is planned 
to develop faster than industry as a whole. The 
production and processing of synthetic basic 
materials will continue to expand. The production of 
pharmaceuticals, plant-protectives and other 
intermediate goods should be enlarged, partly in 
order to bring about vigorous export growth. 


In ferrous metallurgy, the output increases are to be 
accompanied by quality improvements. Preference 15 
given to high-grade rolled steels and processed 
metallurgical products, in order to improve domestic 
supplies and widen the export choice. Within the 
prospective development of non-ferrous metals, the 
opening of new bauxite mines is to be timed in order 
to ensure supplies for a growing level of aluminium 
production; it is also the intention to export 
aluminium in the most highly processed form 
possible. The range of products of light industry is to 
be updated and better aligned with demand; wood 
processing should grow at a faster rate than average. 
The food industry is to be developed as agricultural 
production permits. It is hoped to increase the inter- 
national competitiveness of products and improve 
their packaging and transport. 


Industrial output in Poland grew at an average 
annual rate of 4.7 per cent during the period 1976- 
1980. A strong decelerating tendency set in around 
the middle of the period, culminating in zero-growth 
in 1980. The most dynamic sectors were glass and 
ceramics (a 9.9 per cent average annual growth), 
engineering (7.0 per cent), energy (5.4 per cent) and 
wood processing (4.8 per cent). The development of 
Polish industry in the period under review was very 
uneven. The big changes of trend which began in 
1979 and 1980 were connected with the social and 
economic disturbances which aggravated shortages 
of key imported materials on which the industry had 
become highly dependent. 


Since no five-year plan for the period 1981-1985 
has been adopted, there is no firm basis for evalu- 
ation of further industrial development of the 
country. A preliminary draft of the social and 
economic plan for the year 1982 was published. This 
year is defined as one of gradual consolidation. 
Industry is expected to increase output gradually, the 
main target being to increase the extraction of coal. 
energy, processed food and industrial products for 
export. The Planning Commission gives three alter- 
natives for industrial development. The basic variant 
envisages zero growth in industrial production. A 
more optimistic variant of a 5 per cent industrial 
growth, and a more pessimistic outcome of a 10.6 per 
cent fall, are also given as best and worst case 
possibilities. 

Industrial production in Romania expanded at a 
very rapid annual average of 9.5 per cent during the 
period 1976-1980. The most dynamic industrial 
sectors were construction materials, 12.8 per cent; 
engineering, 12.6 per cent; textiles, 10.7 per cent, and 
chemicals, 9.6 per cent. Industrial development was 
nevertheless influenced by changed external condi- 
tions and by some internal difficulties, particularly in 


fulfilling the planned targets for increasing 
efficiency.**° The industrial output growth rate 
therefore decreased substantially during the last four 
years of the quinquennium, falling from 12.5 per 
cent in 1977 to less than half this rate in 1980 
(6.1 per cent). 


During the 1981-1985 five-year plan industrial 
production is expected to increase at a 7.6 per cent 
average annual growth rate. This rapid industrial 
growth presupposes higher efficiency in the utili- 
zation of production resources, especially of energy, 
and raw and other materials. An all-round transition 
from extensive to intensive development is required 
by the plan. 


The expansion of the production of energy is 
planned to be based on coal and other domestic 
resources with gradual relative reductions of oil and 
gas consumption. Coal production is to be increased 
from 35.2 million tons in 1980 to 85.6 million tons in 
1985. Production of crude oil is expected to increase 
from 11.5 million tons in 1980 to 12.5 million tons in 
1985—a 1.7 per cent average annual increase. That 
of natural gas should rise from 28.2 billion т’ in 
1980 to 31 billion шт’ in 1985. The metallurgical 
industry is expected to grow at an average annual 
rate of 7.7 per cent. Steel production is to be 
increased from 13.2 million tons in 1980 to 18.2 
million tons in 1985, thus implying an average 
annual rate as high as 6.6 per cent. Special attention 
is to be devoted to manufacturing high quality 
metals. Engineering, with an 8.8 per cent planned 
average annual growth target is, together with the 
chemical industry (a 10.2 per cent planned average 
annual increase), one of the most dynamic branches. 
Romania plans to implement provisions for the more 
rapid development of electronics and micro-elec- 
tronics, automation and electronic control processes. 
Electronic machinery should expand at 20 per cent 
annually, fine mechanics, optical, hydraulic and 
pneumatic equipment at an 18 per cent annual rate 
and machine tools for metal working at a 19 per cent 
annual rate. 


The chemical industry is expected to develop 
rapidly the processing of oil and gas, manufacturing 
more sophisticated plastics and chemical fibres and 
low bulk products. The following increase in the 
production of some chemical products is planned: 


1980 1985 


Synthetic rubber (thousand tons) 150 313 
Plastic and resins (thousand tons) 579 11 180 
Tyres (thousand) afi a 5 003 9610 
Medicines (thousand tons) . А 206 452 
Chemical fertilizers (thousand tons, 

100 per cent active substance) . 2451 4 050 


*°In а speech to the Second Congress of Working Peoples 
Councils in Industry, Transport, Finance and Commerce, 
N. Ceausescu said: “The plan provisions were not duly fulfilled in 
all branches and sectors. There were failings concerning the 
rational, efficient utilization of investment funds. Not enough 
attention was given to economic profitability, to reducing material 
expenditures, increasing labour productivity.” Summary of World 
Broadcast, 26 June 1981, BBC. 


Expansion of light industry is to be based on better 
utilization of domestic resources with the aim of 
raising the level of production in line with demand. 
The planned annual rate of growth of light indus- 
try*®' is 7.5 per cent. Furniture production should 
rise by an annual average 10.1 per cent. The 
development of the food industry (7.7 per cent 
planned annual increase) is expected to contribute to 
domestic consumption and also to exports. 


_ Gross industrial output in the Soviet Union 
increased at an average annual rate of 4.5 per cent 
during the period 1976-1980. The most dynamic 
sector was engineering and metal working, with 
annual growth rates nearly twice as high as the 
average (8.2 per cent), followed by glass and 
ceramics (6.5 per cent), chemicals (5.7 per cent), 
energy (5.1 per cent), and textiles (5.1 per cent). 
Ferrous metallurgy, construction material and food 
processing, however grew at rates well below the 
average (1.4—1.9 per cent). 


_ The five-year plan for 1981-1985 envisages a slight 
increase in the rate of overall industrial growth to an 
annual rate of 4.7 per cent. 


Priority rates of development are envisaged for the 
engineering and chemical industries (7 and 5.7 per 
cent respectively). A shift in the structure of output 
in favour of consumer goods is planned; their annual 
rate of growth is set at 4.8 per cent compared with 4.6 
per cent for producer goods, in comparison with 
rates of 3.9 per cent and 4.7 per cent respectively 
during the preceding five year period. The light 
industry and food industries are expected to grow by 
3.6 per cent and 4.3 per cent annually. 


Plan targets for specific commodities, where 
available (table 3.3.5), indicate that within engin- 
eering, the output of farm machinery is to rise by 40 
per cent in 1985 as against 1980, and machinery and 
equipment for the light and food industries, together 
with production of household appliances, will grow 
by over 30 per cent. The use of robots in the Soviet 
Union, will be promoted: in 1976-1980, some 7,000 
robots and manipulators of various types were 
produced while during the period 1981-1985, 
40-50.000 will be manufactured. Within Ше 
chemicals branch, synthetic resins and plastics will 
rise by 68 per cent between 1980 and 1985 (to reach 
6.1 million tons in the latter year). The output of 
chemical fibre and threads is planned to increase by 
36 per cent, and plant protection chemicals by 40 per 
cent. Within Пей! industry a 40 per cent increase in 
the output of consumer durables is envisaged. 
Textiles output is planned to reach 12.7 billion 
square metres in 1985. an increase of 18.2 per cent, 
and clothing and footwear are to increase their 
output by 27 per cent and 11.7 per cent respectively. 
For the food processing industry, production will 
stress improvement in the quality of foodstuffs. A 
resolution has been adopted “on increasing the 
production of consumer goods, enhancing their 
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quality and variety in 1981-1985”. 


301 Glass and china, textiles, clothing. leather and fur. 
32 ECOTASS., No. 34/1981. 


(v) Developments in 1981 and plans for 1982 


Gross industrial production in Bulgaria accelerated 
markedly in 1981 compared with the previous year. 
The 5.6 per cent rate of growth in 1981 was 1.6 
percentage points above the 1980 rate and 0.2 
percentage points above that in 1979. Data on the 
performance of industrial ministries show that all 
ministries, except the ministry for metallurgy and 
mineral resources, overfulfilled the annual plan 
targets. 


_ The fastest growing branch was the chemical 
industry (11.1 per cent), followed by engineering (7.9 
per cent), electricity and heating (6.8 per cent), 
ferrous metallurgy (6.4 per cent), light industry (5.4 
per cent) and food processing (3.2 per cent). 
Substantial progress was reported in the field of 
automation and the mechanisation of production 
processes and in increasing production efficiency— 
through reducing production costs and increasing 
profits. 


The plan for 1982 provides for a deceleration of 
industrial production growth, and the target rate of 
4.5 per cent is 1.1 percentage points below the rate in 
1981. No data were given for individual branches. 
Industrial policy continues to stress better utilization 
of production resources through technical and 
scientific progress and closer co-operation with the 
socialist countries. 


Gross industrial output in Czechoslovakia 
continued to grow in 1981 but at a lower rate of 
growth (2.0 per cent) in comparison with preceding 
years (3.7 per cent in 1979 and 3.3 per cent in 1980). 
The main reasons for the decelerating trend were the 
limited supply of material inputs and a slowdown in 
labour productivity, which rose by 1.6 per cent. The 
share of industrial output growth accounted for by 
the growth in labour productivity was 79 per cent. 
Industrial output and labour productivity were both 
below the plan targets. 


Coal production decreased slightly in 1981 (122.8 
million tons in comparison with 123.1 million tons 
extracted in 1980). Electricity generation rose by 1.0 
per cent and no big difficulties in total energy 
supplies were reported (table 3.3.6). The output of 
the metallurgical industry increased by 0.9 per cent 
—though the plan envisaged a decrease in output. 
Engineering output grew by 3.9 per cent. The fastest 
growth was recorded in electrical engineering. 
Chemical industry production increased by 0.1 per 
cent. The downward trend in chemical output was 
caused by reduced imports of oil and other raw 
material feedstocks. 


The wood-processing, pulp and paper industry 
expanded at a rate of 1.8 per cent. The production of 
building materials increased by 1.5 per cent. In light 
industry a growth rate of 2.5 per cent was recorded, 
and the output of the food industry grew by 1.5 per 
cent. 


Plans for 1982 envisage a further slowdown in 
industrial growth; judging from incomplete data, a 
0.6 percentage increase in gross industrial output ts 
envisaged. This slowdown will have to be temporary 
if the average 2.7-3.4 annual growth of industrial 
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TABLE 3.3.5. Output of some 


fb tn “eter rue wee Cer erate ep TEL! SONS ARN “SRS ee ВЫ 


Electricity Coal Crude oil 
(billions (millions (millions 
of kWh) of tons) of tons) 
Bulgaria 
1975 MS) 27.8 = 
1980 34.8 30.2 = 
О" 37.0 
Plan 1982. 
Plan 1985 . 
Czechoslovakia 
1975 59.3 114.4 0.1 
1980 2.2 123.1 
ОЗ yey 73.5 122.8 
Plan 1982. 124.0 
Plan 1985. 80—83 126-128 
German Democratic Republic 
1975 84.5 247 = 
OR Os ee a 98.8 258 = 
OSI оно рае ГСМ 267 
Plan 1982. 
Plan 1985. 
Hungary 
1975 20.5 24.9 2.0 
1980 23.9 25.7 2.0 
19S eee 24.2 25.9 2.0 
Plan 1982. 
Plan 1985. 28.0 
Poland 
1975 92 211.9 0.5 
1980 121.9 230 0.3 
В 115.0 193.0* 
Plan 1982. 
Plan 1985. 
Romania 
1975 58] Die 14.6 
1980 67.5 SO ites) 
1981 ieee 70.0 37.0 11.6 
Plan 1982. 74.1 44.0 1235 
Plan 1985. 82.5 85.6 125 
Soviet Union 
1975 1039 645 490.8 
1980 1295 653 603.2 
И aie 11325 6407 609.0 
Plan 1982 . 614.0 
Plan 1985 . 1555 705“ 630 


“Based оп the methodology of CMEA. 


production planned for 1981-1985 is to be reached, 
but it has been judged necessary to enable the 
industry to adjust to the more limited supply of fuel 
and energy, which will stay at the 1980 level. Imports 
of oil will be substantially reduced, and an attempt 
will be made to reduce energy and fuel consumption 
by 3 per cent per unit of NMP. Production of pig 
iron, steel and rolled metal will decrease by 1.3 
million tons. In the chemical industry a decrease in 
the quantity of processed oil will be substituted 
by increases in the use of fibres апа other 


Motors cars (thousands) 


Natural gas Steel Steel pipes 
ь а а У Passenger Trucks Buses 
0.1 2.3) 0.2 15.0 = 1 
0.2 2.6 0.2 15.4 = я 
0.9 14.3 1.4 175 33.4 2.3 
0.6 19:2 LS 184 45.7 8.3 
53 + 181 45.9 
= 6.5 0.7 159 35.8 DS 
= 3) 0.7 177 37.0 2.9 
5.2 Вы 0.3 = 1.9 10.7 
6.1 3.8 0.3 = 0.2 12.4 
6.0 3.6 т 
4.3—4.5 
5.8 15.0 ile 164 63.8 13.8 
6.0 19.5 Е] 351 47.7 Е 
31.6 95 1.1 68 36 3.9 
333 Ва il) 88.2 В 4.1 
13.0 —_——————— 
33.0 14.2 120 
31.0 18.2 312 
269.6 141.3 16.0 1201 696 67 
405.6 147.9 18.2 1327 787 85.2 
465.0 149.0 18.3 1324 786.6 86.9 
630 


chemical products requiring less raw materials. 
_ The engineering industry will occupy the key posi- 
tion with a 3.0 percentage increase. 


The emphasis of industrial policy in 1982 will be 
on increased efficiency, particularly in the field of 
material inputs. There will also be stricter currency 
regulations governing imports. Structural changes 
and innovations which do not depend on big capital 
investments will also be promoted, together with 
further growth of trade with other countries of 
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major industrial products 
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Е le a о 


Mineral 
Sertilisers Plastic ” r 
ра Cet a, аи 
= nes оп: 5 fibres ement of tons cardboard Fabrics Meat Sugar 
ee ea ryt Dic en et allio cc dey: itousands igs (housand ; (ous у 

3] 182 124 626 157 63 4.4 159 343.3 442 400 316 
6.8 96 88 653 250 95 5.4 190 395 455 476 341 

101.3 5.4 
29.6 366 445 1059 428 140 о 518 1041 869 is 840 
33.4 382 389 1233 894 165 10.5 584 1183 904 1140 779 
913 10.6 с au 
= 527 509 3 984 605 282 10.6 435 1205 745 1435 730 
= 637 578 4 735 861 293 12.4 514 1242 749 1550 133 
0.6 431 400 704 124 20 Sate 43.1 343 475 679 308 
0.1 499 418 1045 328 29 4.7 30.0 440.4 452 WAS) 468 
504 424 И 311 4.6 781 490 
57.6 715 971 2581 431 220 18.5 539 1258 1543 2328 1708 
SWS) 694 900 2238 576 256 18.4 526 1277 1496 1480 1067 
200 14.2 1710 
50 332 512 729 347 119 11.5 544 679 821 WS) 516 
70.9 376 541 2451 579 152 14.6 588 847 1085 1071 509 

74.0 2640 14.8 
85 15.8 1292 844 

654 16.5 1518 

550 9.579 6960 21998 2390 955 122 5 140 8583 9804 9 134 10382 
555 5925 7528 24767 3028 1176 125 5192 8 733 10418 8524 10 127 
5900 8200 26000 1200 127 9500 
35900 1600 . 
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eastern Europe and the Soviet Union, as well as with 
the non-socialist countries. 

Industrial output measured in terms of “industrial 
commodity production” rose by 5.1 per cent in 1981 
in the German Democratic Republic (in the sphere of 
industrial ministries by 5.9 per cent). This is the 
highest tempo reached in the last four years, when 
growth ranged between 3.7 and 4.7 per cent. More 
than 90 per cent of the increase was accounted for by 
increases in the level of labour productivity. 

This good result reflects a number of factors: one 


of these is the changes in the system of planning and 
management—in particular, the setting up of the 
large-scale industrial combines, oriented towards 
rationalization and modernization policies. In 
addition, savings of fuel, energy and raw materials 
enabled the increases in industrial production to take 
place with virtually no growth of primary energy 
resources. Consumption of the main types of energy, 
raw materials and other materials per unit of output 
fell by 5 per cent in comparison with the previous 
year. The promotion of industrial waste and 
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TABLE 3.3.6 


Electricity production (A), consumption (B) and generating capacity (C) 
ee ЖЖ ЖЕ ЖЖ ЖЖ БЖИЖИЖпЖЖиппЖяппИИЖЖпЖИд ЖЖ т 


Annnual average percentage change 


Plar 
и 1971-1975. 1976-1980 1981 1985 
Bulgaria 
А... м Им 34.8 6.7 
Baek Е. 38.7 WM 9 
Cc 
Czechoslovakia 
yi ey ee ky о ие PAA 5.6 4.2 22 
В оо. BE: 74.5 5.5 9$ 
Со о ФА" м 16 645 4.8 4.1 
German Democratic Republic 
Ae en oe Oa окх 98.8 4.5 92 : 2.6 
By О hs oe aes 100.3 4.6 Bye) 8 
Ge 6.1 3.9 3.3-3.9 
Hungary 
10s ona я и 23.9 22 3.1 ie 
Be ee ek Sed oe eae ee 34.1 6.7 49 Pe 
С. 
Poland 
Ais) tee ee 121.9 8.5 4.7 
В 2 ie с а: 121.7 8.4 4.7 
Oe, pe A я, А > 25 292 7.6 4.8 
Romania 
А р hoe eee 67.5 8.9 4.7 4.1 
В я ее ПА 63.8 9.9 6.3 
См сам. ое. 16 109 9.5 6.8 
Soviet Union 
Ae ee ee ea В 1295 7.0 4.5 37 
6.9 4.4 


Bei не 1276 


Sources: CMEA Statistical Yearbooks, national statistics and plans. 
Note: Electricity production and consumption in billions of kWh, generating capacity in MW. 


secondary raw material recycling processes supplied 
10 per cent of the demand for industrial raw 
materials. Total costs per 100 marks of realized 
commodity production were reduced by 1.5 per cent 
in comparison with 1980. 


Targets for consumer goods output were 


overfulfilled (in the light industry by 1.2 per cent; for 


glass and ceramics by | per cent and in food 
processing and local industries by 0.9 per cent). The 
quality and range of consumer goods improved. 


Plans for 1982 envisage industrial growth at a rate 
of 4.6 per cent—0.5 percentage point below the rate 
attained in 1981. The marketed output of enterprises 
subordinated to the industrial ministries will rise by 
5.1 per cent and labour productivity by 4.5 per cent. 


Some notion of structural changes in industry can 
be obtained from the plan figures by industrial 
ministries, if compared with total industrial гов. 


_In accordance with economic strategy оп 
improving efficiency, energy inputs are to be reduced 
by 4 per cent in relation to the previous year. The 


Planned growth of commodity output by industrial ministries in 
1982 
(Annual percentage change) 


Ministry 


industry totalires es ee eee 4.6 
Coalvand*energya., — gard <cerl as ee ee si 
Ore mining, metallurgy and potash. . . . .. . . 3.3 
Chemical}industry: по ee ee 6.0 
Electrotechnical engineering and electronics. . . . . tha 
Heavy engineering and complete installations . . . . 5 
Machine tools and metal-working machinery . . . . 8.7 
General and agricultural engineering and vehicles . . 6.7 
Lightuindustryic исполнено dere 97 
Glass. and ceramics: |. 6.15 Seas "“poiton ac. wehbe 4.2 
Food processing and local industry. .~ . . . . . 4.6 


en eee 
Source: National plan. 


consumption of rolled steel per unit of output in 
industry will fall by 6.5 per cent. 


An acceleration of the pace of industrial expansion 
was reached in 1981 in Hungary, although not at the 


Industry 
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planned level. Gross industrial production, which 
declined by 2.1 per cent in the previous year, rose by 
2.3 per cent in 1981. The declining trend in industrial 
employment continued, Hungary being the only 
country in the region where industrial employment 
declined continuously since 1975. Employment in 
industry in 1981 decreased by a further 2.1 per cent 
and labour productivity rose at a rate exceeding that 
of the growth of output by 4.5 per cent. 


Output in the engineering industry increased by 
5.0 per cent, a sharp recovery from the 5.7 per cent 
decline in 1980. It was reported that marketing of 
machinery and the competitiveness of production 
was not dynamic enough. The chemical industry 
output increased by 2.0 per cent, mainly due to 
increases in the production of mineral fertilizers, 
plant protection chemicals and pharmaceuticals. The 
production of energy remained unchanged. The 
output of a number of branches declined. 


Industrial deliveries for the domestic market 
increased by 4.2 per cent. Deliveries for investment 
rose by 1.6 per cent and for productive purposes by 
1.5 per cent. Industrial exports grew only slowly, and 
in certain branches decreased. Industrial policy 
continued to stress the re-establishment of external 
and internal equilibrium and to increase the pace of 
reconstruction, restructuring and modernization of 
the sector. 


Plans for 1982 envisage а 2.0-2.5 per cent increase 
in industrial production, which is below the five-year 
plan target of a 3.5-4.0 per cent average annual 
increase. Taking into account the below-average 
growth of industrial output in 1981, the pace of 
industrial expansion will need to be speeded up in 
the remaining years of the five-year period if the plan 
target is to be reached. Industrial development is 
scheduled to be accompanied by an increase in 
exports based on the competitiveness of output in 
international markets. Production is to be increased 
in branches with export potential, or which provide 
satisfactory substitutes for imports, or which require 
less material inputs and energy per unit of output. 


No data have been reported for the development 
of individual industrial branches. A faster 
development is expected in engineering. An elec- 
tronics programme was launched on 1 January 1982. 
А comprehensive government programme оп 
material management is to be completed this year 
and a central development programme for the 
pharmaceutical industry has already been launched. 


Industrial production declined in Poland by 12.6 
per cent in terms of sales in 1981. A sharp decline in 
output took place during 1981 due to the social 
disturbances leading to repeated strike action in 
almost all branches of industry. Electricity 
production declined by 5.7 per cent and estimated 
total coal output reached only 193 million tons as 
against 230 million tons in 1980. Employment in 
socialized industry decreased by 0.3 per cent. 


The social and economic Crisis occurred in a period 
when internal and external imbalances were of such 
proportions that the operation of the economy at 
normal capacity was impossible. This aggravated 
existing industrial development problems and had 
long-term repercussions. 


Data on plans for future developments are not 
available. The state of martial law in force in Poland 
makes it necessary to plan for a shorter period than 
usual. A new draft plan was worked out only for the 
first quarter of 1982, and in some important sectors 
of the economy, such as coal extraction or market 
supplies, enterprises moved to a monthly planning 
schedule. As the situation stabilizes, longer term 
planning will be re-introduced. 


Industrial marketable production rose by 2.6 per 
cent in Romania in 1981. This was the lowest rate of 
expansion in the country’s industrial expansion 
record over the 1976-1981 period. The plan for 1981 
has set a high 8.1 per cent output growth target. The 
gap between the pace of actual and planned 
performance was thus markedly enlarged. The 
development was uneven in individual industrial 
branches. Fastest growth was attained by light 
industry (5.8 per cent), ferrous metallurgy (4.3 per 
cent) and chemicals (4 per cent). A decrease in indus- 
trial marketable production of 1 per cent was 
recorded for the food industry. 


Savings targets for material inputs were reached 
and the growth of net industrial output outstripped 
that of gross output by 1.4 percentage points (there 
was a 4.0 per cent increase of net industrial output in 
1981). On the other hand, a number of difficulties 
was reported in ensuring the energy, raw and other 
material supplies for production. 


The plan for 1982 envisages a 5.6 per cent increase 
in net industrial output. Gross industrial marketable 
production is to be expanded by 4.7 per cent. Both 
figures indicate an acceleration of industrial growth 
in comparison with 1981. Nevertheless, they are 
below the planned growth rate of gross industrial 
output for the five years to 1985 (a 7.6 per cent 
average annual increase). The plan provisions are 
grounded on a more realistic estimation of the 
ecqnomic possibilities of the country. А marked 
improvement of economic efficiency is the decisive 
factor for a balanced economic development. 


No data were reported on planned developments 
by industrial branch. The plan aims to reach a high 
degree of self-sufficiency in energy and raw materials 
and to improve the quality of industrial output. 


Gross industrial production in the Soviet Union 
increased at a rate of 3.4 per cent in 1981—practi- 
cally the same rate as in the two preceding years (3.4 
per cent in 1979 and 3.6 per cent in 1980). The rate 
of growth of consumer goods production was higher 
than for production of producer goods, reflecting the 
increasing attention being paid in economic policy to 
satisfying consumer needs in this area. 


Growth of gross industrial production by type of goods 
(Annual percentage change) 


—_ рр ше. ——ыы——————————ж——ж—ж—8———————————_ 


Plan 

1976 1977 1978 1979 1980 1981 1982 

Producer goods’. 5.55.8 Sol 34 13.6 5 35 46 
Consumer goods 3.0 5.2 4.1 Sisk (Shins meh ye Ak) 
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Sources: As for table 3.3.1. 
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3.3.7 


Production (A), net imports (В) and apparent consumption (С) of тат forms of energy 


1970 ` 1975 
4 B c А B c A B < 

Bulgaria 

Coal (millions of tons). 29.3 5.5 34.8 27.8 6.7 34.5 30.2 Tez 37.4 

Oil and oil products 

(thousands of 101$). . . = 5963 5963 = 10459 10459 г 

Natural gas (thousands of m°?) 474 ne , 111 a } 190 be у. 

Electricity (billions of kWh) . 19.5 =). | 19.4 25.2 397 28.9 34.8 3:9 38.7 
Czechoslovakia 

Coalaa: thins, м 109.5 = 108.4 114.4 == 1.9 112.5 WWE) = 123.1 

Oil and oil products. 2031001010213 И обзы — 55 93 18258 18 35 

Natural gas. 1204 NARA 2475 929 3783 4712 643 8 283 8 926 

Electricity . 45.2 3.4 48.6 59.3 4.2 63.5 72.7 1.8 74.5 
German Democratic Republic 

Coal . aerate 261 11.4 272.4 247 9.2 256.2 258 10 268 

Oil and oil products. = 9 130 9 130 — 14300 14300 = 2218716" P21 8762 

Natural gas. ыы 160 160 = 3230 3230 = 6 430 6 430 

Electricity . 67.7 0.4 68.1 84.5 0.7 85.2 98.8 5 100.3 
Hungary 

Coal. ager aoa 27.9 4.5 See 24.9 зо 28.8 DT 3.6 29.3 

Oil and oil products. 1937 4587 6524 2006 8810 10816 2031 9275 11306 

Natural gas. 3 469 200 3 669 5 182 806 5988 6 127 4045 10172 

Electricity . 14.5 4.1 18.6 20.5 5.8 26.3 23.9 10.2 34.1 
Poland 

(и ПОВ = 145.1 374 174.5 230.290 200.1 

Oil and ой products. 424 8 100 8524 553 14800 15353 329 19100} 119429 

Natural gas. 4975 1002 5977 5776 2510 8 286 5958 5312 11270 

Electricity . 64.5 0.1 64.6 97.2 15 97.6 121.9 —0.2 121.7 
Romania 

Coal . уфе 20.5 0.7 21.2 27.1 2.4 29.5 35.2 3.9 39.1 

Oil and oil products. 133773 079 10298 14590 RI 1093 a) 13497 ПБ 6787 18298 

Natural gas. 231990 — 20023 790 ЭД 194 ee 337 Onesie 201 33136 

Electricity . 35.1 ра 327 53.7 ESS 51.2 67.5 —0.4 67.1 
Soviet Union 

Coal ae Roe ee 578 645 653 

Oil and oil products. 353 039 490 801 603 207 

Natural gas. 184 478 sd .. 269588 №: .. 405608 ae res 

Electricity . 741 —53 735.7 ПВ =) Osea О Sail) 1276 


————_даАаАаАА—/ А /—А/А/”„/”/”/—”«„”„А„— и 


Sources: CMEA Statistical Yearbooks and national statistics. Due to differences in coverage and definitions, figures may differ from national statistics. 
№ ше: Apparent consumption of main forms of energy equals production plus imports and minus exports. Data on production are taken from CMEA year- 


books, data on net imports from national statistics. 
7 Oil only. 


The growth of industrial employment at 0.7 per 
cent’? was slower than in preceding years (average 
annual increases in industrial employment in the 
period 1976-1980 having averaged 1.6 per cent). The 
Soviet Union is entering a stage of development of 
relatively small increases in employment, necessi- 
tating reliance on increasing labour productivity as 
the preponderant source of growth. The percentage 
share of industrial output growth by growth orig- 
inating from rises in labour productivity reached 
80 per cent in 1981. 


The highest increases in industrial output were 
reported for the production of household goods for 
cultural and everyday needs (7 per cent), in engin- 


°° Derived from output and productivity data. 


eering (6 per cent) and in the chemical industry (5 
percent): 


Production targets were reported to have been 
overfulfilled in 17 industrial ministries, while in 13 
ministries output targets were not reached. The 
planned output of gas, of many engineering and 
chemical products and of consumer durables was 
overfulfilled. Nevertheless, plans for the production 
of coal, ferrous metal rolled stock, mineral fertilizers, 
chemical fibres, commercial timber, paper and meat 
were not fulfilled. 


In connection with the 2 per cent fall in coal 
extraction, three decisions were adopted by the 
Soviet government concerning the coal mining 
industry: the first provides for higher pay for 
workers, the second for boosting coal output in 


Industry 


eee 


opencast mines, and the third for the reconstruction 
of mines and the installation of new equipment. 


Noticeable results are reported in savings of 
energy, fuels, raw materials and other material inputs 
per unit of gross output. With regard to quality, some 
15.5 per cent of goods produced were graded highest 
quality. 


The plan for 1982 envisages that industrial output 
will grow at the same rate as laid down for the five- 
year plan (4.7 per cent). This is 1.3 per cent points 
higher than was reached in 1981. No marked changes 
in the growth of industrial employment are expected 
and the share of labour productivity in the growth of 
industrial output should again be close to 90 per 
cent. 
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Electricity production is to rise by 2.6 per cent. 
Electrical energy output by nuclear power plants will 
grow at a rate of 24 per cent. Plan for 1982 provides 
for the commissioning of a 1,642 km oil pipe line 
between Pavlodar and Chimkent and a 621 km oil 
pipe line to link Grozny and Baku. Major projects 
will be completed in the coal industry. 


According to the plan, industrial policy will be 
oriented towards raising the efficiency of production. 
This further step in the intensification process will 
involve faster labour productivity growth rates, the 
extensive application of the latest achievements of 
science and technology, savings and rational use of 
raw materials, fuel, energy and other material 
resources and improvements in the quality of output. 


4. INVESTMENT 


The following section charts the changing role of 
investment in the economic process of eastern 
Europe and the Soviet Union during the 1970s. The 
first part examines the main trends of investment 
growth during 1976-1980 in the region as a whole— 
both in relation to previous performance and to the 
five-year plans for the period. This, together with the 
country by country review contained in the second 
part, is followed by a brief survey of factors affecting 
the management of the investment sector—notably 
organizational changes, the performance of the 
construction sector and of the building materials 
industry, and the availability of investment goods. 
The fourth part describes the principal structural 
changes which took place in investment allocations 
by main sector of the economy and within industry. 
This provides background for an assessment of the 
effects of structural change on the _ overall 
performance of the investment sector. This is set 
within the broader context of capital productivity as 
a whole—notably with regard to the “intensifi- 
cation” of economic growth—and its relationship 
with labour productivity. Against this background, 
the final part presents the main investment targets of 
the 1981-1985 five-year plans, the strategy under- 
lying them, and an evaluation of progress towards 
their objectives in the light of economic performance 
in 1981 and the annual plans for 1982. 


(i) Plans and trends in 1976-1980 


Growth in the volume of investment maintained 
considerable buoyancy in the centrally planned 
economies during the first 2-3 years of the 1976-1980 
five-year plan period. Performance for 1976-1980 
as a whole varied within a rather narrow range of 
4—5 per cent annually in all countries but Poland 
(where there was a decline of 0.4 per cent annually) 
and Romania (increases of 9.8 per cent annually). °” 
But an abrupt change of trend occurred in the 
middle of the period, and rates of growth of 
investment moderated and even became negative in 
some countries of the region in the later years of the 
quinquennium. Nevertheless, the investment expen- 
diture plans for the five years taken together were 


*** Absolute levels for five-year periods are geometrical averages 
of actual annual values; in the case of the five-year plans, growth 
objectives are derived from stated outlays on the assumption of 
constant annual compound percentage changes from the last year 
of the previous period (except for the Soviet Union where annual 
attributions, given in the five-year plan, were treated in the same 
way as actual values for past five-year periods, percentage growth 
rates for plan 1976-1980 and for plan 1981-1985 being based on 
1975 and 1980 respectively). Figures used in this part have 
been recalculated in constant prices (table 3.4.1). ICORs 
and investment ratios may therefore differ from those based 
on Official published figures on page 137. 


over-fulfilled in the German Democratic Republic, 
the Soviet Union and also in Hungary, and 
performance in the others was, with exceptions, not 
far short of objectives. 


Throughout the region, a major feature of the 
1976-1980 five-year plans was the _ increased 
emphasis placed on laying the foundations for 
improving the relationship between capital assets 
and output—whether by speeding up the investment 
process itself by cutting project lead times, concen- 
trating work and cutting down on new starts by strict 
adherence to priority schedules and the like, or by 
improving capacity utilization rates within enter- 
prises and hence overall capital productivity. This 
provided a rationale for the strategy (adopted by all 
countries but Czechoslovakia and Romania) of 
cutting back planned investment growth to rates 
lower than retained for net material product. 


As noted above (section 3.1, General develop- 
ments), NMP growth targets were themselves set at 
rather lower levels than in previous five-year periods. 
Plans for investment therefore reflected in part the 
expected higher cost, and slowdown in the growth, of 
overall resource availability. The year 1975 was 
already marked down by the planners as a turning 
point in development, for the domestic and external 
reasons discussed in previous sections. What was not 
fully taken into account was the degree to which 
these developments would intensify during the plan 
period, necessitating a further re-orientation of 
overall and investment policies after 1977-1978. 
Investment policies and growth patterns were closely 
linked with foreign trade developments and the 
availability of investment goods imports. 


Gross investment and NMP levels, 1976-1980 
(Outcomes as percentage of five-year plan targets) 


Investment NMP 

1976—1980 1980 1976-1980 1980 

Bulgaria . 98.4 96.6 96.0 93.0 

Czechoslovakia 96.4 91.1 97.2 94.2 
German Democratic 

Republic . 103.2 98.6 97.4 95.7 

Hungary . 106.7 102.3 95:9 89.3 

Poland 98.2 85.0 86.2 2 OS 

Romania 92.1 82.3 93.0 83.6 

Soviet Union 102.0 104.3 99.8 97.6 


i ————.—-—/-А-А-[— 


Sources: As for table 3.4.1. 

Note: Unlike comparisons between plans and outcomes elsewhere in this chapter, the 
above table shows the difference between /evels planned and achieved rather than incre- 
ments. Planned averages for periods are based on individual year attributions—where not 
specified in the plans—by the secretariat, estimated on the assumption of constant 
average annual compound rates of growth within the limits set by the five-year plan 
targets. See also note to table 3.4.1. 
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CHART 3.4.1 
Changes in levels of NMP, gross fixed capital formation, and investment ratio 


(Undices, 1973-1977 = 100) 
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CHART 3.4.1 (continued) 
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As the following text table shows, the relatively 
close correspondence between investment plan 
targets and actual performance in the region was 
accompanied by marked shortfalls in NMP growth in 
a number of countries for the quinquennium as a 
whole, and notably in the final years of the plan 
period (see also chart 3.4.1). 


The deceleration in virtually all countries of the 
average percentage rate of investment growth in 
1976-1980 compared with the previous five-year 
period is shown in the following text table. Though 
the investment cost of growth in most countries was 
expected to increase, the more than proportionate 
shortfall in NMP growth illustrated above for all 
countries but Czechoslovakia and Romania resulted 
in considerable divergences from the expected 
pattern of developments. 


Investment growth in 1971-1975 (actual) and in 1976-1980 
(actual and planned) 
(Percentage change over final year of previous period) 


Actual Plan 
1971-1975 1976-1980 1976-1980 

Вала а 6.7 4.1 4.7 

Czechoslovakia . . .. . 7.8 4.1 5.4 
German Democratic 

RMON. g¢ 6 6 6 6 ¢ 3.8 5.3) 4.2 

Нопра ге 5.6 4.4 Dal 

Poland ney а —0.4 0.2 

Romania ео. 10.7 9.8 12.9 

ИЕ ШО 6 в ов во 6.8 3.9 3.2 


Sources: As for table 3.4.1. 


In 1976-1980, the percentage share of gross fixed 
capital formation т net material product (the 
investment ratio) remained constant compared with 
1971-1975 in Bulgaria. It rose by less than 1 
percentage point in the German Democratic 
Republic and in the Soviet Union, and climbed in 


Gross fixed capital formation 

.=—=— Gross fixed capital formation (Five-year-plan) 
—--— №1 material product 

иене Net material product (Five-year plan) 

== -— Investment ratio 

= ——- Investment ratio (Five-year-plan) 


the other countries by 1.6-2.6 percentage points. The 


‘investment ratio rose above the five-year plan provi- 


sions by 0.64.4 percentage points in all countries 
except Czechoslovakia and Romania, where, excep- 
tionally among the countries of the _ region, 
investment growth was planned to grow at higher 
rates than NMP; investment did, in fact, rise, but by 
slightly less than anticipated in both countries. 


These changes in investment ratios in 1976-1980, 
taken in conjunction with the slowdown in NMP 
growth, resulted in large upward shifts in incremental 
capital-output ratios (ICORs) compared with the 
earlier years of the decade, and also in relation to 
planned outcomes. This ratio is higly sensitive to 
short-term changes in rates of production growth, 
which sometimes have little to do with the under- 
lying efficiency of the investment sector. But the 
remarkably consistent upward movement in ICORs 
during the 1970s, which was already evident on a 
rather modest scale in 1974-1975, indicates a long- 
term trend which it has not yet proved possible to 
reverse. Moreover, the movement intensified during 
the 1976-1980 period, as shown by the annual figures 
for 1979 and 1980 in table 3.4.1. 


The five-year plan targets for investment and NMP 
growth in 1976-1980, drawn up in the circumstances 
of the mid-1970s, clearly took into account changing 
conditions already apparent at that time. Faced 
already with the prospects of less buoyant world 
market conditions than those that had prevailed 
earlier in the decade, growing external indebtedness 
and, at home, less abundant labour, energy and raw 
material supplies, the plan implicitly acknowledged 
in almost all countries that the cost of growth in 
terms of investment during 1976-1980 would 
increase. This took into account, in addition, the 
higher initial expenditures expected to accompany 
the transition to an intensive economic development 
path. But the expected rise in the level of ICORs in 
1976-1980 was relatively modest (indeed a fall was 
planned in Bulgaria) and the actual increases were 
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TABLE 3.4.1 
Gross fixed capital formation, investment ratios and incremental capital-output ratios 


ИА. 


Gross fixed capital formation 
a aa АМИ 


Ratio of gross ross 
ee Che и аа ны 
period currency units change material product ratio 

Bulgaria’ (based on constant 1980 prices) 
LOT OTS, 3 a So en, 4.761 6.7 36.6 4.8 
21501976 =1980. Ss kee 6.798 4.7 35.8 4.6 
17 Oe1O80 we a €: 6.686 4.1 36.6 5.9 
Blaneio8i— 1985 sees soy ee 7.400 0.9 32.3 8.7 
IL) NG Se ae oe, 6.690 ea) 34.5 5.2 
LOS Oia mae: >= ео. ge 7.196 7.6 35.1 6.2 
amo Rees te op г gee. 7.050 —2.0 327 6.4 
оо Ве ee ages 6.836* =90- 31.9* А 
Blanel982 tis оо... Tels) 5.6 325 9.0 
Czechoslovakia (based on constant 1977 prices) 
NOD See ee ee ИРУ ЧЕ. 107.0 7.8 31.7 5 
2976—1980 see ers фе 148.4 5.4 34.0 6.9 
LOGOS О octets (AW He 143.0 4.1 33.7 8.6 
2119198] — 198550 re | Weer ма 2 142.5 = 29.4 12.8 
О оо. Sa SME 148.1 1.8 33.6 И 
151.10) сло оО aaa a a 150.2 1.4 33.2 11.6 
а Se 150.2 0.0 32.3 11.5 
i. Sta ee 144.8 —3.6 31.9 158.7 
О Я». 140.0 =) 30.7 60.8 
German Democratic 
Republic’ (based on constant 1975 prices) 
LRN Sass ca ee SO Re 38.4 3.8 30.1 57 
2191961980 4 6 0 2 ne 48.3 4.2 29.3 5.9 
TOPIC) i an =. 49.8 5.3 31.0 7.6 
Jeeta Ci i 52 —0.3 25.4 5.0 
а в м. 91.2 0.7 30.7 8.0 
[eles age Gee ante Sioa, 1.0 29.7 7.1 
У НЫ ори порн ОВР 53.0 DS 29.0 5.8 
ОВ И IETS fers kh he 52.6* 1.8% 28.8* 5.8% 
Planel9 82,95 tie ив ЭБУ . 527 0.2 27.4 5.1 
Hungary‘ (based оп constant 1976 prices) 
RRC <a Sgr ee ee 128.3 5.6 35.3 Dei, 
Рав. 1006—1080 on oe oe ss ee 162.3 Dal 33.6 6.0 
IOS LM eer ae м. 173.3% 4.4* За 9.0* 
Ра: 1981—1985 =. т... ПНА (OS 33.5% Ness 
О м: 185.6 il 38.3 19.6 
ПО г MS 173.1 —6.7 36.0 —42.64 
азс 0. н.о: 169.6 2.0 34.5 14.9 
тои. eae Gas нЕ. 57.5 —9'0 322 17.8 
Ра о щие пе sis: 153167 ==. ВО РВ 
Poland® (based on constant 1977 prices) 
cas нЕ SORT EO 447.4 ИА 34.3 2.9 
Рад 1976—1980 2 2 о. 628.9 0.2 Biles 4.4 
О ис ао ee st ts 617.6 —0.4 35.9 18.7 
Plan 1981-1985 т or 2 ste rs 
OO са М ake CR 612.2 7.9 S518 9.7" 
т, Зов eS 536.9 ales 33.3 5.7} 
Plant 9816$ 53.0. ASS 446.9 —16.8 27.0 10 
и 402.7* 250 PRT =). 
РО 2 ет. 400.0 —0.7 28.2 25] 
Romania (based on constant 1977 prices) Е 379 33 
о О. сл: 110.3 ! 2 
2140976 1080 св: бои 200.9 12.9 40.9 He 
1976-98 бес ит. © 185.0 9.8 40.5 Sy 
Рай 1981—1985. As. See a ee 239.5 4.4 38.4 ; 
1979 Pet ee One 204.4 4.1 41.5 7.1 
1, ce Salalah RAG ле 210.5 3.0 41s 59 
Ра о с © аби 220.0 4.5 40.5 a 
О kate OG АЕ. 208.5 =) 40.3 , 
Plant SS leer У. >, 226.3 8.5 41.4 1.5 
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TABLE 3.4.1 (continued) 
ye tetite ООО 2a eh) ee ee 


Gross fixed capital formation 


Country Billions of 


Gross 
incremental 
capital-outpul 


Ratio of gross 


Average annual fixed capital 


and national percentage formation to net 
period currency units change material product ratio 
Soviet Union (based on constant 1976 prices) 

IDM os 98.2 6.8 DOM Shit 
Plan 1976-1980 124.2 32 28.8 6.0 
1976 980: 126.7 39 29.4 Moe 
Plan 1981-1985 140.0 1.6 27:5 ha 
1979 130.6 0.7 29.2 19.6 
1980 eee 133.5 0.7 28.9 —42.6“ 
Plan 1981 140.2 212 22.3) 14.9 
1981. 138.0 3.4 28.9 17.8 
Plan 1982 137.4 —0.4 28.0 peli he 


a 


Sources: National statistics, CMEA Statistical Yearbooks: plans and plan fulfilment 
reports. 

Note: Where ranges were given for annual or five-year plan targets, investment 
figures shown above (and NMP growth rates used to calculate ICORs) are mid-points of 
the range. Geometric averages were used to compute average levels and percentage 
changes over five-year periods. The latter are based on the final year of the preceding 
five-year period. Five-year plan objectives are based on secretariat estimates of the year- 
by-vear evolution of investment and NMP objectives where these were not shown in the 
plans, on the assumption of constant annual percentage growth rates. See footnote 304 
on page 236. 

Series Гог 1970-1980 are calculed from index numbers rebased on current 1980 


я 


prices. Average investment prices rose by some 7.2 рег cent in that vear-the first such 
increase Гог many years. Official figures. shown here for 1981. Plan 1981 and Plan 1981- 


very much bigger than anticipated. In no country of 
eastern Europe was the actual rise in the ratio 
between the first and second halves of the 1970s less 
than about one fifth, and only in the Soviet Union 
were outcomes close to the levels implied by the 
original NMP and investment targets. In several 
countries, the movement was very large indeed. The 
phenomenon clearly has its roots in developments 
both inside and outside the investment sector itself. 


As the foregoing general appraisal already 
indicates, there were some initial differences in the 
approach to investment policies among the countries 
of the region. Some were not subject to the same 
constraints, or to the same degree of constraint, as 
others, and there were subsequent differences in the 
timing of their response to the increasingly restrictive 
internal and external economic climate. Develop- 
ments can be best illustrated, in the first instance. by 
a country by country review of actual and planned 
developments during the 1976-1980 period. taking 


into account changes in trends during the decade as 
a whole. 


(ii) Review of 1976-1980 by country 


In Bulgaria, investment growth during 1976-1980 
was planned at an annual average of 4.7 per cent. for 
the first time well below the target rate of growth 
retained for NMP (7.7 per cent). The planned 
moderation in investment growth rates was thus 
considerable compared with the previous five-year 
period (6.7 per cent), but the actual slowdown, 
following a deceleration to 4.1 per cent annually. was 


1985, are at current prices, and the possibility of further changes should be borne in mind. 

и Including investments in other socialist countries amounting, in million marks, to 
1.374 annually during 1976-1980. 1.080 in 1979 and 1,325 in 1980. 

© Socialist sector only. Figures for Plan 1981 and Plan 1981-1985 are based on published 
figures in current prices deflated by an estimated 4 per cent annual price rise. 

4 Minus sign indicates negative NMP growth. 

© For Poland, a revised investment series, shown here, was published in 1981; it indi- 
cates a level of investment in 1979 of 216.8 (1970 = 100) compared with 234.2 in Rocznik 
Statystvczny 1980. For 1981. an investment figure of 398 billion zloty was reported 
(Trvbuna Ludu, 29 January 1982), in addition to the 25 per cent negative growth rate 
retained in this table. For plan 1982. the [СОК was calculated on the basis of the “opti- 
mistic” variant of projected NMP growth (1.1 per cent) published in 7губипа Ludu, 28-29 
November 1981. 


even bigger. The plan figures implied a slight 
decrease in the investment ratio (from 36.6 to 35.8 
per cent) on average for the period compared with 
1971-1975, and a slight fall in the ICOR (from 4.8 to 
4.6). In fact. the investment ratio held constant, the 
ICOR rising to 5.9 on average and to 6.2 in the year 
1980. 


As in previous years, investment growth varied 
considerably from year to year. This was due less to 
cyclical effects—apart from the big upsurges in the 
final years of both the last five-year plan periods—as, 
perhaps. to the effects of starts and completions of 
projects which were large in relation to total 
investment. Moreover. big year-to-year movements 
are common in all sectors and branches (+ 20-30 
per cent are frequent). and are often not related to 
changes in total investment. 


Two important features of investment policy for 
1976-1980 were to shorten gestation periods and. as 
a prerequisite for this, to restrict the number of new 
projects in favour of the modernization. ге- 
equipment and extension of existing plants. It was 
expected that this would account. on average. for 
about 70 per cent of total investment expenditures 
during 1976-1980 as a whole. This target was under- 
fulfilled; at current prices, allocations for these 
purposes accounted for 44 per cent of total 
investment, and 59 per cent in the material sphere 
only. The same objective was reflected more 
generally in a planned rise, to 100 per cent. of the 
share of fixed assets brought into operation in total 
gross fixed capital formation. This ratio in fact rose 
to 90.1 per cent in 1976-1980 but fell to 88.3 per cent 
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TABLE 3.4.2 
Fixed capital brought into operation 


ec lee alle lee eal la 


Billions of national ТИРЕ Mf 
CUITENCY UNITS DB RAD 5 И 
И Percentage of gross fixed capital formation 


Transport Transport 


и к ; Agriculture and сотти- Agriculture dG 
perioa Total Industry Construction and forestry nications Total Industri Construction Bo Nea Ви 
Bulgaria® 
ar - 3.695 1.435 0.143 0.618 0.436 85.0 80.8 85.6 89.8 86.0 
АВ : 5.576 2.161 0.178 0.820 0.730 90.1 83.9 SDD) 99.0 95.3 
ae Е es 2.216 0.163 0.769 0.740 91.0 86.4 90.1 98.3 91.4 
: ey) 2.865 0.162 0.819 0.683 88.3 951 Di Ss 9] 
1981. 5.900 86.3 р и 
Czechoslovakia 
= eye 105.70 57 4.180 12.44 12.94 94.6 95.8 9 
. Se), 3 } ь : 2 4.6 96.7 86.6 
1976-1980 . 134.89 50.97 6.65 16.71 17.82 94.2 93.9 90.6 101.5 92.0 
1979. . 131.51 50.78 Hal?! 16.49 18.24 88.8 88.5 84.3 99.4 89.5 
1980 . 146.26 56.29 8.94 16.57 18.87 97.4 94.7 86.7 103.2 100.2 
1981 149.04 102.9 
German Dem. Rep. 
197-1975. 41.5 20.0 1.3 5.0 4.7 91.8 87.9 ый 98.4 995 
1976-1980 . 44.4 228 1.6 5), 4.2 ODS 89.9 100.0 98.1 977 
197 ORs 46.7 2301, thes) 0 4.0 SB) 2) 88.8 115.4 98.0 88.9 
1980 . a 
Hungary" 
1971-1975. 107.5 41.3 У Wey 14.3 91.0 9 100.0 103.1 89.4 
1976-1980 . 162.4 61.6 39 18.9 23.0 87.8 84.2 68.4 73.0 93.1 
1979 = 182.5 73.1 5.8 26.5 26.2 89.5 90.8 935 93.6 93.6 
1980 . т 65.5 4.8 24.4 28.7 7 ово я 94.2 106.3 
Poland® 
1975-1975. . 318.838 131.649 182.53 587.705 198.98 82.4 78.2 93.6 107.6 45.5 
1976—1980’. . 535.166 208.250 32.727 116.420 54.415 86.3 85.5 104.4 и. 96.4 
НО = . 568.659 204.445 39.056 128.088 57.109 о 94.2 134.9 116.3 105.4 
1980 . . 493.373 160.479 30.524 124.188 55.985 91.9 85.9 125.5) 136.1 100.0 
Romania 
1971-19751. 100.28 47.73 5.05 15.10 11.10 91.3 86.1 97.7 95.3 99.6 
1976-1980 . 153.59 69.50 10:57 22.06 17.01 82.4 75.8 959) 85.8 85.8 
979. 155.31 68.60 11895 20.71 16.17 76.0 65.8 ой Vil?) ips) 
1980 . 174.45 82.78 9.24 22.94 21.64 82.9 es 95.8 81.9 85.6 
Soviet Union 
197-1975. 92.16 93.5 
1976-1980 . 117.60 ODN 
тот. 120.1 92.0 
1980 . 130.2 97.5 


Sources: As Гог table 3.4.1. 


in 1980—even so, an improvement on the 85 per cent 
registered in the previous quinquennium (table 
3.4.2). The figure was, however, considerably lower 
in industry—84 per cent compared with 81 per cent 
in 1971-1975, but rises of 99 and 95 per cent were 
registered for agriculture. and for transport and 
communications, respectively. 

No detailed information on sectoral or branch 
shifts in investment allocations were given in the 
1976-1980 five-year plan. The share allocated to the 
material sphere fell marginally between the first and 
second halves of the decade. General statements, and 
also the gross output targets planned by sector and 
industrial branch, suggested that investment 
priorities in the material sphere would be given in 


@ Current prices; for Hungary, refers to socialist sector only. 


the first instance to industry, followed by agriculture, 
transport and trade. Within industry, above average 
growth was planned for engineering, followed by 
chemicals, metallurgy and energy. This strategy was 
broadly reflected in actual outcomes. Industry and 
agriculture both increased their share ш total 
investment allocations to the material sphere (table 
3.4.3). Industrial branch investment grew fastest for 
metallurgy and engineering, and allocations to the 
fuel and energy branches combined rose quickest of 
all (3.4 percentage points). A noticeable reversal of 
the trend however occurred with regard to 
investment in the chemical industry, its share falling 
abruptly by 3.5 percentage points between 1971- 
1975 and 1976-1980. 
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TABLE 3.4.3 


Structural shifts in investment allocations within the material sphere (A) 
within industry (B) and between the material and non-material spheres (C) 
(Percentage points) 


дд др ди —— 


Bulgaria Czechoslovakia German Democratic Republic 


1976- 1980/ 1979/ 1980/ 1976- 1980/ 1979/ 1980/ 1976- 1980/ 1979/ 1980/ 
1971-1975 1976-1980 1976-1980 1971-1975 1976-1980 1976-1980 1971-1975 1976-1980 1976-1980 


A. Within the material sphere 


ОКИ ор a во +101 +0.3 +2.3 +0.3 +0.5 tile +1.6 +1.5 REA 
Construction. . . —0.8 —0.4 —0.4 fall ee +0.8 +2.4 +0.6 —0.6 —0.9 
Agriculture . . . . =): —0.9 0.7 = 07 —0.7 = = Ss + 
Transport and 

communications. . 2 +1.0 —(00 =) = —0.9 == +0.2 гой 
Табе oe Sc: +0.5 = = —1.0 =(()5) —1.0 +0.2 —0.2 =a UY) 
Otherness +0.4 +0.3 = = = = = 03 —0.4 

В. Within industry 

Energy ees os ee. 01 +0.4 = +2.1 —0.1 +0.3 =U —1.1 0.2 
ucla Se" fo: +2.2 +0.1 +0.8 +1.4 +2.2 +1.5 
Metallurcy ое ieee +0.4 +1.6 +2.4 +1.6 el Эт —0:3 +1.8 
Engineering 5 в а в +3.4 +1.1 +3.4 tefl = 0.3 +0.3 +0.5 +0.9 НИЙ 
о бо о +0.2 =) 3:6 IXY) == =) = dpe —0.3 
Construction 

аа ее 1.5) +0.6 =): —!.6) —0.4 —0.4 U5) = +0.1 
Wood, paper. .. . =) —0.8 =O +0.4 +0.3 +23 ый 
ПЗ во ь во = = 0) =, —0.8 = = —0.8 = —0.3 
Other НЕ... . 18 = OZ =O —0.4 = 0.2 —0.4 —0.8 1.2 
Ко Gy. +0.3 =|) Е. = —0.4 = 02 +0.5 —0.9 —1.8 
ет cass. eee Sal +0.8 +0.8 38) —07 —0.6 +0.8 = ЕЕ, 

С. Between the material and non-material spheres 
Material sphere. . . —0O.3 —0.3 = (6 +2.8 =O —0.6 1-2 —0.3 —0.9 
Нипвагу Poland Romania 
1976- 1980/ 1979/ 1980/ 1976- 1980/ 1979/ 1980/ 1976- 1980/ 1979/ 1980/ 


1971—1975 1976-1980 1976-1980 1971-1975 1976-1980 1976-1980 1971-1975 1976-1980 1976-1980 


A. Within the material sphere 


ПИ обор ов 1 —0.2 0.2 —1.4 о SI +0.1 +1.9 +1.4 
Construction. . . +0.5 = 03) +0.8 —0.1 =: 22.2 —0.4 НЙ 
И 5 оао 9 = — 07 Я Dee aPlle | tes —0.9 —0.7 
Transport and 

communications . —0.7 +0.6 +1.4 1:6 —0.4 Г? +0.6 —0.9 +1.5 
тает е, se scn ts +0.1 O15) +0.9 —0.6 = = = 0 > —0.6 
Other оо +0.2 +0.1 +0.7 +1.2 +0.7 +0.4 

B. Within industry 

Energy ое Фо 128 ae +4.1 РЭ +0.9 +5.2 == —0.8 —0.6 
Е, аи ТЫ) +0.2 +2.9 —0.4 alld +5.9 —0.2 =) +0.3 
Metallurgy ... . 1.2 15.5) 579.2) Е HLS —4.2 +1.6 = = 
Engineering meet +1.9 —0.4 =I +2.4 +0.4 —1.4 +5.8 salle 13:5 
Се 5 5 6 6 =ske =) ==3}0) +1.4 tales = 05 eS —1.4 
Construction 

Materials een nee 9 = = 2 == 5 ИО ИО Я +0.2 —0.1 
Wood, paper. . .. a т if +0.8 —0.3 =i) —1.6 —0.1 07 
WSUS oe ne de NG =? =) = —0.4 —0.6 == 09 — 03 +0.4 
Other Це’. . . . -2.6 —0.6 =I} — 0.5 +0.2 —0.1 02 +0.1 —0.2 
НОО ео чала +3.3 +0.6 18 —2.4 +0.3 —0.8 | —0.6 —0.8 
OMe. с обес о =O = +0.1 +0.4 Onl (al —0.4 —0> =0:5 


C. Between the material and non-material spheres 
_ Material sphere. . . +1.6 03 = 7%, 0:2 Sy +1.0 +0.4 +0.8 


Investment 
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TABLE 3.4.3 (continued) 


о, cael UME OE Lens at oe ete eet АЯ 


Soviet Union 
1976- 1980/ 1979/ 
1971-1975 1976-1980 109621980 
A. Within the material sphere 
Industry —0.8 0:5 +0.2 
Construction. soe? 40.1 = 
Agriculture . 0.5 ~0. == 
Transport and tye ia 
communications sil 57005) +0.2 
Trade? : = +0.2 50:2 
Other . 
B. Within industry 
Energy. — 23 (ell = 
ет. № 123 +0.8 +2.4 
Metallurgy —=().7, +0.1 Ss) 
Engineering . te = 0.2 +0.1 
Chemicals +0.8 — 0.2 =i 
Construction 
materials . = 0:7 +0.1 0] 
Wood, paper. S05) —0.2 —0.4 
ТехШе$ : —0:1 = (Oui 
Other light? . —0.3 —0.2 = 
Food —0.8 =| = 
Other . ==) = c= (a 
C. Between the material and non-material spheres 
Material sphere . +19 +0.2 +0.1 


Sources: As for table 3.4.1. 

Nore: Changes do not always sum to zero due to rounding. 

4 For Romania and the Soviet Union includes other (non-specified) sectors. 

6 Except for the Soviet Union, includes clothing, leather and footwear, glass and cera- 


In Czechoslovakia, investment was planned to rise 
from 1975 at an average annual rate of 5.4 per cent, 
or rather higher than the 4.9 per cent NMP growth 
target. The outcome was an investment growth rate 
of 4.1 per cent annually—a sharp deceleration 
compared with the 7.8 per cent annual average 
achieved in 1971-1975. A small rise in the investment 
ratio from 31.7 per cent in 1971-1975 to 34 рег cent 
was implied in the plans. The investment cutback 
after 1978 resulted in a fall to slightly below the latter 
figure (33.7 per cent for 1976-1980 as a whole). But 
as NMP growth rates moderated, ICORs rose from 
5.7 in 1971-1975 to an 8.6 average for the whole 
period, and to as high as 11.6 in 1980. 


In fact, in no year were the investment levels 
implied by the five-year plan fulfilled in Czechoslo- 
vakia, and the shortfall calculated on this basis 
amounted to an average of 3.6 per cent yearly. 
Investment policy was thus, in practice, cautious 
from the outset—the ambitious original five-year 
objectives notwithstanding. Even so, the cutbacks 
after 1978 were severe, growth rates falling from 5—6 
per cent in 1976-1978 to 1.8 and 1.4 per cent in 1979 
and 1980. 


The only figure published in the plan in relation to 
improving the performance of the investment sector 
itself was a targeted 15-18 per cent reduction in the 
volume of unfinished construction, and a shortening 
of gestation periods by a similar amount. The related 


mics (except Hungary), and printing, p/us, in the case of the German Democratic 
Republic and Hungary, wood and paper. For the Soviet Union, includes clothing, 
leather, furs and footwear only. In Hungary, glass and ceramics are included in construc- 
tion materials. 


indicator of fixed assets brought into operation as a 
percentage of total gross fixed investment in fact 
shows a slight fall on average between 1971-1975 
and 1976-1980, though the figures for 1980 showed a 
considerable improvement due to a big increase (11.2 
per cent) in completions in a year when investment 
grew only slowly. 


No details were given in the five-year plans 
concerning the sectoral or industrial branch 
allocation of investment. Allocations to the material 
sphere rose substantially—by 2.8 percentage point 
—between the first and second halves of the decade. 
To judge from the plans for output, above-average 
growth in allocations could be expected in the first 
instance for the construction sector, followed closely 
by industry, and a rather smaller rise for agriculture. 
Within industry, by far the highest planned priority 
was accorded to engineering output, followed by 
construction materials, metallurgy and energy. This 
orientation was closely reflected in the developing 
pattern of investment allocations; construction, 
followed by industry, registered the only sectoral 
increases in the share of material sphere investment, 
while within industry a 3.7 percentage point rise in 
the share of engineering was accompanied by rises of 
2.5 points in metallurgy, and 2.1 and 1.4 points 
respectively in energy and fuels. Despite the high 
rates of output growth projected, however, the share 
of the construction materials industry in total indus- 
trial allocations fell by nearly 2 points. It is 
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noteworthy that there was a decline of 3.6 percentage 
points in chemical industry investment—the largest 
among the remaining sectors. 

In the German Democratic Republic, more than in 
any other country of the region, the five years 1976— 
1980 was a period of consolidation in terms of overall 
growth performance—following an acceleration in 
investment growth in 1976 and 1977 compared with 
the previous quinquennium, and, quite untypically 
for the region, an upturn in NMP growth after 1978. 
The objective for investment growth in 1976-1980 
was an average annual rate of 4.2 per cent over 
1975—some way above the 3.8 per cent registered in 
1971-1975. The final growth outcome was an average 
of 5.3 per cent annually. However, there was a 
reversion to slower growth of investment after 1977 
a full year earlier than in most other countries of the 
region—the sharp deceleration in 1978 _ being 
followed by even slower growth in 1979 and 1980. 
Nevertheless, high investment expenditure growth in 
1976 and 1977 brought up the initial level to a point 
where slower subsequent growth did not prevent a 
degree of overfulfilment of plans for the period as a 
whole. The investment ratio, set to fall from 30.1 per 
cent to 29.3 per cent between the two five-year 
periods, grew only slightly to 31 per cent. The growth 
of ICORs implied by the plan target—from 5.7 to 
5.9—was in fact exceeded, but the average figure of 
7.6 to which it rose was not large in relation to other 
countries of the region, and moreover, diguises a 
declining trend since 1977 (to 7.1 in 1980). Again, 
this decline in the ratio was unique in the area, and 
stems above all from the acceleration in NMP 
growth rates at the end of the plan period. 


The principal objective of investment policy was to 
ensure the attainment of labour productivity 
increases in order to reduce demands оп the 
country’s very slowly growing labour force. No 
quantified overall target was given, but in effect this 
meant raising labour productivity in the material 
sphere of the economy at rates above the average 3.7 
per cent annual increase achieved during 1971-1975. 
In fact, labour productivity accelerated to 4.3 per 
cent annually during 1976-1980. The plan also 
contained provisions to concentrate investment 
efforts, to reduce gestation periods and to accelerate 
the introduction of technology. The share of 
completed investment in total investment improved, 
in fact, only slightly between the first and second 
halves of the 1970s—from 91.8 to 92.5 per cent— 
though progress in this respect accelerated in the 
later years of the 1976-1980 plan period. The share 
of investment in machinery and equipment declined 
rather sharply (table 3.4.4), a result due only in part 
to the reallocation of just over | percentage point of 
iotal investment to the construction-intensive non- 
material sphere. 


Again, no detailed sectoral or industrial branch 
investment priorities were given. The highest output 
growth rates were set for industry, followed by 
construction and these priorities were in fact ac- 
companied by small rises in the share of both sectors 
in total investment allocations (by 1.0 and 0.6 
percentage points respectively). The shift towards 
industry intensified during the period, and by 1980 
its share stood 3.3 points higher than the average for 


1971-1975. The labour productivity target set for the 
sector was fulfilled. The raw material and fuel/ 
energy branches together were singled out as taking 
first priority in industrial output, but the share of 
industrial investment in the latter two branches—no 
figure is available for the former—in fact declined by 
2.5 percentage points between the first and second 
halves of the decade. 


The 1976-1980 five-year plan for Hungary foresaw 
an annual rise in the value of investment of some 47 
per cent in current prices between the average 
annual levels during 1976-1980 compared with 
1971-1975. This amounts to an annualized rate of 
some 8 per cent annually. Translated into volume 
terms, on the assumption of constant trend rate 
annual average price changes, growth may have been 
expected to average an annualized rate of about 4.8 
between the two plan periods—or some 2.1 per cent 
annually during 1975—1980. The latter figure shows a 
considerable decline compared with performance in 
the previous period, when average annual growth 
based on the year 1970 was about 5.6 per cent. The 
devolution of decision making powers to enterprises 
led, during the earlier years of the 1976-1980 period, 
to large rises in their investment expenditures, 
though they were brought under control by stricter 
use of the central authority’s regulatory powers from 
1977 onwards. Investment growth fell from a high 
point of 14.5 per cent (in volume terms) in 1976, to 
5.5 and 1.1 per cent in 1978 and 1979, and a decline 
of 6.7 per cent in its absolute level took place in 1980. 
Nevertheless, due to the big upsurge in 1977, the 
absolute level of investment implied for each year of 
the quinquennium in the five-year plan (assuming 
constant average annual growth) was exceeded Бу 
large margins in all of its last four years. The average 
annual rate of increase, at 4.4 per cent annually after 
1975, was thus more than twice as high as implied by 
the plan estimates. 


The planned development of gross _ fixed 
investment, despite an expected slowdown in NMP 
growth rates, thus appears to have incorporated a fall 
in investment ratios from an average of 35.3 per cent 
in 1971-1975 to 33.6 per cent in 1976-1980. But 
higher than expected investment growth and a 
smaller than planned rate of increase in NMP growth 
combined to produce a rise in the ratio to 37.4 per 
cent. The increase in ICORs, which was pianned to 
be modest (from 5.7 to 6.0), was also substantially 
bigger than had been anticipated; for the period as a 
whole, the ratio stood at 9.0 and, due to falling NMP 
levels, was negative in 1980. There is thus some 
evidence that, notwithstanding the emphasis placed 
on eliminating shortcomings in the efficiency of the 
investment process and of investment in relation to 
overall growth, the scale on which this needed to be 
done was considerably underestimated at the 
beginning of the plan period. The subsequent 
cutbacks, exacerbated by a higher import depen- 
dency than other countries of the region, were thus 
particularly sharp. 


_ The five-year plan gave few detailed targets for 
improving investment performance. However, stress 
was laid on increasing the efficiency of the 
Investment process, notably by shortening the 


Investment 


gestation period of capital investment projects, and 
through improvement in the performance of the 
construction sector. Although no comparison 15 
possible between specific targets and outcomes, there 
is little sign of improvement ш the principal 
indicators available. The ratio of fixed assets brought 
into Operation in total investment fell from an 
average of 91 per cent in 1971-1975 to 87.8 per cent 
in 1976-1980. An upturn towards the end of the last 
quinquennium was entirely due to falls in the rate of 
investment growth and, in 1980, to a fall in the 
absolute level of investment. 
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The planned changes explicitly mentioned 
concerning the structure of investment centred 
around the maintenance of the existing relationship 
between the material and non-material spheres of the 
economy, and, within industry, the allocation of a 
rising share of investment to the energy, fuel and raw 
materials branches and to export industries. The 
combined share of electricity, mining, metallurgy 
and construction materials was expected to rise to 49 
per cent of the industry total. In terms of planned 
overall output growth rates, above-average priority 
was given to industry and construction, and within 


TABLE 3.4.4 


Fixed capital formation by type of capital good: output of capital goods industries and foreign trade in machinery and equipment 
Ee a a ee 


Annual percentage change 


Output 


of capital goods industries 


Gross fixed 
capital formation 


Construction® 


Foreign trade 
in machinery Machinery and 


and equipment equipment: 


Percentage 
Machinery Building share in gross 
Consiruc- and Site materials Engin- Sixed capital 

Country and period tion work equipment Total work industry? eering Exports трону“ formation 

Bulgaria 
TORTS LOS te 3.9 10.3 5.4 3.9 9.0 15.4 Dal 20.5 30.6 
1976-1980: 55 1.9 7.1 555 8.2 lee 18.6 6.4 32.4 
Plan 1981-1985 a ae ye 2:3 a 8.5 ye ae ot 
1979... 19 = kbs) 3.6 19 7.0 Sys) oh) —0:3 30.8 
1980. 8.7 6.9 3.6 8.7 4.7 6.4 15.1 es 30.6 
1981 

Czechoslovakia 
195 8.1 8.1 8.8 8.5 6.5 8.4 9.6 15.4 36.2 
Pian 1976—1980 5 i es Sed 6.2-6.5 Ome 8.2-8.6 at i> ity 
1976-1980 . . 2.5 6.9 3.4 3.3 4.8 8.1 13.9 11.6 40.2 
Plan 1981-1985 tes oh Re 5% 5.15.9 an an 
1979. 0.6 3.6 1.3 2.5 25) 6.5 6.6 8.0 41.2 
1980 . 0.5 2.8 DS ae) 4.1 4.6 12.2 = 220) 41.7 
Ток —2.4 —5.3 —2.0 1.5 3.9 5.5 41.0 
Plan 1982 3.0 " 

German Democratic Republic 
1975 1 5. 2.8 6.2 5.8 6.8 6.8 11.6 9.4 50.1 
Plan 1976—1980 vs a des 5.0 thes: he a =e BS) 
1976-1980 . . 5.4 3.9 4.5 4.2 Sal 7.0 12.6 12.6 48.3 
Plan 1981-1985 spa Sys 3.4 ae 7.0 Sy ss ti 
[979 1.1 2.0 1.8 0.9 7.1 15.2 8.3 48.1 
1980 . —0.8 1.0 1.8 = 2.0 i 0.2 3.9 48.4 
19S)" 2. ae 4.1 ‘ 
Plan 1982 2.5 

Hungary : i 
LISTS tO + - 3.9 8.6 4.8 4.5 4.6 7.3 17.0 ПЗ 37.6 
Plan 1976-1980 es ae dns 5.5-6.0 буре 6.3-6.7 ons is fe 
1976-1980 . . os) 4.3 4.3 4.3 4.7 4.9 8.2 5.4 40.3 
Plan 1981-1985 ime me ae 22-8 5 ae за oe ub 
1979. 3.0 alles 5:2 5 Sie 3.6 17.6 —0.2 40.4 
1980 . —4.1 oe, —4.3 —4.6 1.5 == (3, 13.0 38.6 
ОЗ: oe = 216) = AW) 3.5) 52 5.0 т 
Plan 1982 

Poland 

р м — 1075. 14.8 23.1 14.0 14.6 8.1 14.4 16.6 21.2 36.1 

1976-1980 . 2:0 2.1 1.2 2.2 35 9.1 13.0 6.1 41.3 
Plan 1981-1985 aes К “2 ae is в ee a és 
1979 : 20.5 —10.0 — 2.8 —4.6 —0.4 в] bya) о 40.7 
1980. = —4.1 =) =i 1.4 —0.9 == =O 44.1 
1981 —20.0 


Plan 1982 
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TABLE 3.4.4 (continued) 


о о ee ПЕ НЕКИЕ 


Annual percentage change 


Output of capital goods industries 
Foreign trade 


Gross fixed in machinery Machinery and 
capital formation Construction” and equipment а 
Масйтет Building share in gross 
Construc- and _ Site material. Engin- ] fixed capital 
Country and period tion work equipment Total work industry eering Exports Imports‘ formation 
Romania 
IIB ы Ge 8.4 16.1 eS Dez 10.8 18.7 215 16.3 38.0 
Plan 1976-1980... a" bas WD OFT 10: Ome 912.6 ны "2 ads 
ПОС fs ь о 6.6 13.8 9.2 YP 15.0 13.6 16.5 13.7 47.4 
Blane ОО о. ee by Sa а SSO 8.8 = a 308 
OT See Fy kena 4.2 3.7 7 3.0 12.4 Vil) 8.9 3.8 48.0 
NOS Oe ae ng ee =. 51 05 —0.4 4.7 10.1 24.0 =i 49.3 
еее ae и a Ти. В 1.6/ 2.3 р 
Plan 1982 
Soviet Union & 
ПОЕТ QS se 6.3 7.9 6.7 Ya Ut 12:0 PLS 15.4 Ses 
Plan 1976-1980... м ie 3 ee. 5.4 8.9 ts ae S65 
ПИ о Se 1.2 YD 2.6 25 2.4 8.9 14.7 13.4 36.1 
ук ПО Seen 1.0* ро sft ae sa 7.0 Ms es 39.1 
OS ees ee es —0.6 3.6 1.9 0.6 —06 7.6 6.2 —0.8 37.0 
о. 0.3 3) В 0.7 3 6.2 5.6 4.7 37.6 
LOS Е es sie Bg 2.0 2.0 6.0 


Plan 1982 


—__ о eee 

Sources: As Гог table 3.4.1. 

Note: Five-year results are geometrical averages—see footnote 304 on page 236. 

4 Of the two series shown for construction output, the “total” column refers to all activity according to national accounts definitions and covers site work (“construction-installa- 
tion work”)~shown in the next column-together with planning, design and survey work undertaken by all enterprises, whether or not mainly engaged in construction, and in all 
sectors of the economy (including private housing and non-housing output). Inter-country coverage for total output is broadly comparable, and coincides with the coverage of data for 
fixed assets and employment in construction shown in table 3.4.5. Site work is the main planning aggregate and refers to building activity proper, including repair and maintenance 
work. However, historical data are not always fully comparable, either between countries or for a given country with latest year estimates and plan targets ; the coverage may variously 
include all sectors, the socialist sector only, construction firms’ output only, etc. Site work as shown covered 74-86 per cent of total construction activity in 1980 (but only 67 per centin 
Bulgaria due to the exclusion of repair and maintenance work). Despite discrepancies, the linking of plan targets with historical series for site work appears to give a fair indication of 
trends in building output proper. 

> Output of the building materials industry only except for the German Democratic Republic, for which series covers output of all sectors and industrial branches. 


С At current prices (national currencies) except for Hungary, 1976-1980 only, for which data are expressed in constant 1976 forint prices and the German Democratic Republic for 
which data are based on transferable roubles. 


4Recent plans for 1981 and 1982 for the German Democratic Republic, and the actual degree of plan fulfilment in 1981 (plan target = 100), were as follows: 


Plan Actual Plan 
1981 1981 1982 


Ministry tor electhicn and оО ее а д репа оны Sure а ее Uaioe Бо ee 89. 1015,77 
Ministeygfoniheavyemachineryandvequipmemtsy. can ель боем о ее о Ве 5:9) 101.254 
Ministry: for пасе 0015 ап processing Machimeny!s- о о о ро оо о о ео 9.1 101:2 87 
Ministiyaion generallcanthmoving and transport machinery: . _. Пе сое ооо ae) ca о о а Е 7.8 101.267 


© Socialist sector only. 
J Including wood and paper. 


& At current prices. 


industry to energy, engineering and, especially, to the rose by nearly 2 percentage points, but the chemical 
chemical industry where output growth was set half industry’s share, following the trend ih most other 
as high again as the industrial average. countries of the region, fell back by 3.8 percentage 
| points. The combined target for electricity, mining, 

Sectoral plan-fulfilment results differed only metallurgy and construction materials was not 
marginally from plans, though investment in the attained for the 1976-1980 period as a whole, the 
material sphere of the economy increased its share joint share of these branches amounting to only 42 
by 1.6 percentage points. Industry’s share rose by рег cent of the industry total (against the 49 per cent 
3 percentage points, and that of construction also planned), but their share reached 51 per cent in 1980. 
rose slightly. The fuel and energy branches increased The 1976-1980 five-year targets for Poland were 
their share of industrial investment by 2.3 and 1.7 conditioned, above all, by the huge upsurge in 
percentage points. The relative level of engineering investment expenditures, based largely on imported 


Investment 


machinery and equipment. during 1971-1975. The 
very rapid rise registered in 1971-1974 (20-25 per 
cent annually) slowed down to a still large 10 per 
cent in 1975. Thereafter, annual investment expen- 
diture growth was set at virtually zero rates 
compared with 1975. But although Poland was thus 
the first country of the region to introduce a по- 
growth target for investment during a five-year plan 
period, the level of capital expenditures planned 
during 1976-1980 was still as much as 40.6 per cent 
above the average for 1971-1975. In fact it proved 
impossible, at least initially, to curb the growth of 
investment as quickly as planned. This may have 
reflected the steep decline which took place in the 
ratio of fixed assets brought into operation to total 
investment over the 1971-1975 period (71.8 per cent 
in 1975 compared with 84.0 per cent in 1970), 
indicating that allocations to terminate unfinished 
‘projects after the 1971-1975 investment boom 
continued to push up expenditures. Investment 
growth was nonetheless cut back severely—to 
between 1-3 per cent annually during 1976-1978. 
Over the whole period 1976-1980. the average level 
of expenditures was somewhat below 1975, but still 
nearly 40 per cent above the total in 1971-1975. 
Investment ratios fell back in successive years from 
the high point of 38.5 in 1975 to 33.3 per cent in 
1980—still slightly higher than in 1970-1975. For the 
1976-1980 period as a whole the ratio (35.9 per cent) 
was still considerably higher than implied by the 
plan (31.5 per cent). This is due to the 15 per cent 
shortfall in NMP levels compared with the plans. 
The effects of the slowdown in the growth, and 
ultimate decline, in NMP levels was a rise in the 
ICOR average for 1976-1980 to 18.7. compared with 
only 2.9 in 1971-1975. and the 4.4 planned for 1976- 
1980. Though no direct information on capacity utli- 
zation is available, it is likely that difficulties in 
completing projects under these circumstances made 
a substantial contribution to the very large declines 
in capital productivity between 1975 and 1980—the 
biggest of any country in the region (table 3.4.8). 


Most investment efficiency indicators declined 
during the last five years of the 1970s. Policies as 
presented in the five-year plan for the period 
emphasized a broad programme of development and 
modernization of productive potential—objectives 
which were to receive priority allocations of funds. 
Performance indicators show that for the economy as 
a whole. the share of fixed assets brought into 
operation ш total investment expenditure 
increased—mainly because up to 1979. completed 
investments rose while investment expenditures 
slowed down. The result was a small improvement in 
the ratio from 82.4 per cent in 1971-1975 to 86.3 per 
cent in 1976-1980. and to 91.9 per cent in 1979. А 
fall in completed investments in 1980 resulted in a 
decline in this indicator. to 91.9. 


As in most countries of the region, little specific 
information was published оп sectoral/branch 
investment allocation plans. There was an actual fall 
of 2.3 percentage points, the highest in the region, in 
the share of allocations to the material sphere 
between 1971-1976 and 1976-1980. Apart from 
construction—which increased its share in total 
investment in the material sphere by 0.8 percentage 
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points—transport and communications were singled 
out for attention by the plan. The outcome was a 
decline of 1.6 percentage points in the share of these 
two sectors combined. Industry was given the highest 
output targets (closely followed by construction), but 
its share in material sphere investment fell by 1.4 
percentage points. There was. however. a big rise in 
agriculture’s share of investment towards the end of 
the 1976-1980 period, the change between the first 
and second halves of the 1970s amounting to 1.7 
percentage points. Within industry, the highest 
growth targets were awarded to chemicals. followed 
by engineering. These objectives were supported by a 
relative increase in their share of total industrial 
investment. Energy, for which a slightly lower than 
average rate of growth was projected. increased its 
investment share by 1.3 percentage points. The share 
of fuel fell on average between the two five-year 
periods. There was, however, a very large shift of 
resources into both these branches in 1980, when 
their combined share of industrial investment rose to 
no less than 11.2 percentage points above the average 
for 1971-1975. 


Romania, along with Czechoslovakia, was one of 
the two countries of the region to propose a faster 
rise in investment than in NMP during 1976-1980 
(12.9 per cent annually against a still high 11.1 per 
cent NMP growth). *** Neither target was achieved, 
but the biggest shortfall was for NMP. and actual 
growth in 1976-1980 continued to be investment-led 
(9.8 per cent against NMP growth of 8.5 per cent). 
This was only a little lower than the 10.7 per cent 
investment growth performance registered in 1971- 
1975. These movements led to a substantial rise in 
the already high investment ratio, which topped out 
at a 40.5 per cent average for 1976-1980 compared 
with 37.9 in 1971-1975. though it was marginally 
lower than planned (40.9 per cent). Since NMP 
growth throughout all but the latest years of the 
1976-1980 has been the highest in the region— 
though it declined progressively in each year—on 
average the ICOR remained, at an average of 4.8, the 
lowest in the region. This was higher than the ratio of 
3.3,cecorded..in, 1921—1975 зап. also thang thems 
planned for 1976-1980. Moreover. it rose in each 
year of the five-year plan to a high point of 13.9 in 
1980. This is a relatively new phenomenon for 
Romania, and it is clear that changes took place 
which severely disturbed the traditional role of 
investment within the economy in much the same 
way as was experienced rather earlier in the other 
countries of the region. 


Some emphasis in the plan was laid on the need to 
improve the efficiency of the economy as a whole. 
But few specific tasks were laid down for improving 
the investment process itself beyond a call to reduce 
gestation periods to within the limits of schedules 
laid down—by improving the documentation of 
projects. etc. For the construction industry itself. 
better organization of work, an extension of the use 
of industrialized methods and more intensive use 
of equipment was called for. However, during 


“= Revised 1976-1980 five-year plan data. as published in 
December 1977. It is noteworthy that the revised plan proposed 
even higher rates of growth for most main indicators—including 
investment—than had the original five year-plan document. 
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1976-1980, the ratio of fixed assets brought into 
operation to total investment declined fairly steeply 
(from 91.3 per cent in the previous five years to 82.4 
per cent) the ratio falling noticeably in the earlier 
years of the period. Against this, the share of 
machinery and equipment in total investment rose 
sharply (from 38.0 per cent in the earlier period to 
47.4 per cent in 1976-1980). only part of which 
was due to a 1 percentage point rise in the share 
of the less construction-intensive material sphere 
in total investment. 


Unlike other countries of the region, the five-year 
plan gave some details on the sectoral share of 
investment allocations in 1976-1980. This can be 
compared with actual outcomes as follows: 


Transport 
an 
Construc- communi- 
Industry tion Agriculture cations Other Total 
Plan. > 5 3.4 11.6 $5 17.4 100.0 
Actual . . 48.6 4.0 14.6 10.0 22.8 100.0 


4 Including oil drilling equipment. 


Though plan figures do not. apparently. follow the 
same classification as used in the main statistical 
sources, they suggest that the share of both the 
agriculture sector, and also that of the non-material 
sphere as a whole, may have grown more rapidly 
than foreseen in relation to total investment. The 
industrial sector may have grown somewhat more 
slowly than planned. No similar figures exist for the 
branch distribution within industry. Output targets 
showed a much faster than average growth objective 
for the chemical industry (49 per cent higher than 
average), followed by engineering (15 per cent 
higher) and metallurgy. The fuel and energy 
branches were two of the lowest priority activities 
(rates of output growth planned at more than 25 per 
cent below the average of all branches). Apart from 
chemicals. which registered a 0.5 percentage point 
fall. the structure of investment in 1976-1980 moved 
roughly as suggested by industrial output targets. 
Engineering was responsible for the biggest shift. 
with a 5.8 percentage point increase in its share of 
industrial investment. 


The 1976-1980 five-year plan of the Soviet Union 
came closer to fulfilment in terms of investment 
expenditure and overall output growth than those of 
all the other countries of the region. Stronger than 
expected growth of production in the early years of 
the plan period provided a reserve after 1978. when 
percentage growth rates. as in the other countries. fell 
sharply. However. these was an abrupt unplanned 
acceleration of investment growth in 1978 which 
despite a subsequent deceleration, boosted the five- 
year average of expenditures to levels about 2 
percentage points higher than anticipated. 
Nevertheless, investment growth in 1976-1980 was. 
at an average of 3.9 per cent annually over 1975, 
considerably lower than the comparable figures for 
1971-1975, but slightly higher than the plan target of 
3.2 per cent annually. 
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The growth paths of investment and overall output 
were for the most part closely aligned. There was a 
net fall in the investment ratio to 28.9 per cent in 
1980. The average for the period (29.4 per cent) was 
only marginally above the level in 1971-1975 and 
only about 0.5 percentage points higher than 
planned. But the declining NMP growth rate 
produced a rather bigger movement in ICORs by the 
end of the period. From an average of 5.1 in the first 
half of the decade, the ratio rose to 13.3 and 8 per 
cent respectively in 1979 and 1980. Even so, the 
average over the five years was only slightly higher 
than implied by the plans (6.2 as against 6.1). 


The five-year plan, to a greater extent than in most 
other countries of the region, laid stress on the inten- 
sification process—not least with regard to 
investment. One of the basic tasks laid down was to 
increase the efficiency of investment by shortening 
lead times, accelerating the commissioning of capital 
investments. and improving the quality and lowering 
the costs of construction work. Among the quanti- 
tative targets laid down was an increase to 105.4 per 
cent in the ratio of fixed assets brought into 
operation to total investments. The coefficient stood 
at 97.5.1 1950. 


With regard to sector and branch allocations. no 
precise indications were given. the share of 
investment in the material sphere rose by nearly 2 
percentage points. Construction and industry were to 
increase Output at above average rates, but only 
construction increased its share of total investment 
allocations (by 0.2 percentage points). Industry’s 
share fell by 0.8 percentage points. Other sectors 
remained more or less stable over the period. For 
industry, the priority branches were chemicals and 
engineering. with target growth rates 64 and 41 per 
cent respectively above the average for industry as a 
whole. Both branches increased their share of total 
investment allocations to industry—by only 0.8 
percentage points in the case of chemicals but by 2.2 
per cent for engineering. However. the share of 
chemicals declined substantially after 1978 as in 
other countries of the region. The main priority 
branch after these two was the fuel industry which, 
due to a big jump in 1979 and 1980. increased its 
share in 1976-1980 compared with 1971-1975 by 2.3 
percentage points within the industry total. 


(iii) Investment sector management 


There was only a limited degree of innovation with 
regard to the basic principles of the investment sector 
management during the last decade. A number of 
experiments in organization have been made in 
various countries and their results introduced. These 
have tended towards extending the responsibilities of 
financial accounting (khozraschet) upwards to minis- 
tries of construction and other regional or central 
management organs; to the creation, notably in the 
Soviet. Union. of  territorally-based construction 
organizations—especially in the new territories 
where natural resource exploitation is now being 
developed on а large scale. and along major 
transport arteries in these regions; to the creation of 
specialized construction organizations catering for 
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TABLE 3.4.5 


Gross output and factor inputs in construction 
(Annual percentage change) 


eg eee ee ee 


Per employee 


Gross o й 
Country and period fens Fixed assets” Emplovment® Gross output Fixed assets 

Bulgaria d 

1971-1975. 5.4 13.6 0.3 Sail 333 

1976-1980. fell 10.0 1.0 6.0 10.0 

1979. 3.6 9.4 0.8 2.8 8.5 

1980. 3.6 6.5 0.3 3.3) 6.2 
Czechoslovakia 

OO Sane ee Me a 8.8 9.3 Diss) 6.1 6.6 

Ces И и $3 12 22 7.0 

ys) a 3) 7.8 HES} = 6.4 

1980. 2.5 5.9 0.3 22 5.6 
German Democratic Republic 

19. 6.2 7,5 1.9 7.8 OF 

1976-1980. 4.5 8.4 ial 3.4 Woe 

1979. 1.8 75 0.5 1.3 7.0 

1980. 1.8 8.3 0.6 12 ТЫ 
Нипвагу 

1971—1975. 4.8 15.4 0.6 4.2 14.7 

1976-1980. 4.3 13.0 —0.7 4.5 132 

1979. 52 19 =] US 14.3 

1980. —4.3 IA il) 2.8 8.8 
Poland 

Pee ne 14.0 13.4 8.7 4.9 4.3 

IOS ay a №2 13.4 —0.8 2.0 14.0 

1979. =) Ses 10 — 14.3 

1980. =) WS 236 1319) 10.4 
Romania 

1971-1975. 7.3 15.3 23} 49 WoW 

1976-1980. 9.2 17.4 2.6 6.4 14.4 

1979. 3.7 12.4 5) RD 10.7 

1980. ==\().5) 3.8 = 8.3) 8.5 13.2 
Soviet Union * 

1971-1975. 6.7 10.6 57 2.9 6.7 

1976-1980. 2.6 10.6 1.6 1.0 8.9 

(979 eee oe, ee ae Lore 1.9 8.3 12 0.7 7.0 

ПОЗА Pete Sh teres 3 Sal 5.8 1.0 Dal 4.8 


Sources: As for table 3.4.1. 


Nore: Geometric averages were used to compute percentage changes over five-year periods—see footnote 304 on page 236. 


7 See footnote a to table 3.4.4. 


6 End-year except for the German Democratic Republic for which annual averages are shown. Fixed assets are valued at con- 
stant prices for all countries except Bulgaria and Romania, where full historical cost valuation is used. 

© Annual averages except for the German Democratic Republic, Hungary and Romania, where data relate to employment on 
enumeration dates (30 September in the German Democratic Republic and 31 December in Hungary and Romania). Hungarian 


figures refer to manual workers only. 
Current prices. 


particular industries such as chemicals; to changes in 
contractual relationships between construction 
organizations and their client enterprises, and also in 
credit and other financial arrangements, designed to 
encourage the termination and speedy working up of 
newly commissioned projects; and to the extension 
downwards of new responsibilities to site-level 
construction “brigades”, themselves working under 
khozraschet principles. In addition, several countries 
have reduced the share of central budget allocations 
in total investment financing; the share of bank credit 
has been increased in order to ensure tighter super- 
vision over the conformity of actual expenditures 
with the technical performance and other criteria for 


which they were disbursed. 

The available indicators for directly evaluating the 
results of these innovations are very limited, and 
have, where available, been described in summary 
form in part (ii) of this section. From the point of 
view of cutting commissioning times there have been 
some, ш general modest, improvements, but they 
have not succeeded in reversing trends towards the 
slower growth or absolute decline of labour and 
capital productivity, respectively, in any country of 
the region. *°° 


306 More detailed summaries of these innovations can be found 
in the Economic Survey of Europe in 1976, 1977, 1978 and 1979. 
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TABLE 3.4.6 


Labour productivity changes in relation to the growth of fixed assets 
(Indices of labour productivity growth divided by indices of fixed asset growth) 


A. Material sphere 


a SS SS 


Transport Total 
and material 
Industry Construcnon Agriculture COMEMUNLCAHONS Trade sphere 
A. Average 1976-1980 (average 1971-1975 = 100) 
Bulgaria . 93.5 73.0 87.2 82.3 91.3 93.5 
Czechoslovakia Л 72.0 81.0 104.2 87.0 90.9 
German Democratic 
Republic . 94.4 79.7 83.6 94.0 96.0 93.2 
Hungary . 93.4 13.2 86.1 94.9 WS 93.2 
Poland 81.9 50.8 72:0 92.9 89.0 82.3 
Romania. 75.4 64.3 100.7 TOSS 86.4 89.9 
Soviet Union . 85.4 70.9 Vie 81.2 82.6 
В. 1980 (1970 = 100) 
Bulgaria . : 79.6 54.5 67.8 76.0 114.6 86.1 
Czechoslovakia 85.7 60.0 70.7 112.1 TN 85.3 
German Democratic й 
Republic . 89.4 66.4 77.6 86.3 92.5 88.1 
Hungary . 85.9 45.3 76.6 92.0 54.3 86.1 
Poland 66.7 Dien 5 98.9 96.6 71:5 
Romania. 57.0 45.1 100.9 49.2 79.6 82.7 
Soviet Union . 73.5 50.2 57.1 64.6 66.7 
В. Industry 
Construc- Other 
Engin- rion Wood. light Total 
Energy Fuel Metallurgy eering Chemicals materials pape? Textiles — industry Food industry 
A. Average 1976-1980 (average 1971-1975 = 100) 
Bulgaria. 70.0 103.5 116.5 97.9 97.1 81.5 88.1 89.3 76.8 77.5 90.1 
Czechoslovakia 75.7 85.0 99.2 101.4 100.9 87.8 5 94.6 93.5 87.9 94.3 
German [a Se ee 
Democratic 
Republic’ . 81.1 104.6 и O26 105.9 EO) 90.6 89.6 97.0 
Hungary 93.0 94.0 94.9 Nei 91.9 87.6 pa! 93.4 83.6 1320 89.2 
Poland . 90.5 80.7 15.5 75.3 92.6395 85.4 84.4 85.2 76.7 815 
Romania . 
Soviet Union. 86.5 81.4 82.8 88.1 84.7 gon 83.7 82.1 83.0 80.2 83.2 
В. /980 (1970 = 100) 
Bulgaria STP A204 1123.8. 0 TA OMA 4.64 бб Ал 980 о и 
Czechoslovakia 63.0 57 ле ОВ —I 80.5 74.2 Ons 87.9 80.5 992 
German ie 
Democratic 
Republic’. 81.1 104.6 А ОО 105 О 90.6 89.6 97.0 
Hungary ЕЙ 80.9. °81.6 79.7 83.4 65.6 =f. 82.2 13: 58.9 78.6 
Poland = Жо 63.1 60.6 62.4 83.0 85.2 78.2 65.6 73.0 60.4 68.2 
Romania 
Soviet Union . 75.9 70.9 70.3 79.5 Tiles; 64.4 70.8 79.4 67.0 67.1 70.5 
SS a a ee ee 
Sources: As for table 3.4.1. 
Note: For sector and branch coverage, see note and footnotes to table 3.4.8. 
а 1976/1970. 
The output record of the construction sector and the From the data presented in table 3.4.5, 


building materials industry has varied between 
countries (table 3.4.5). But its performance has been 
the subject of discussion in all of them, and almost 
all countries’ five-year plans called for improvements 
in its efficiency as a precondition of improved 
performance by the investment sector. 


construction activity slowed down considerably 
between 1971-1975 and 1976-1980. This reflected 
not only the fall in total rates of investment growth. 
but also the fall in the share of construction work in 
the total, which was a consequence of the restrictions 
placed on the start-up of new projects in an effort to 
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improve the rate of project completions in most 
countries of the region (table 3.4.4). However, quite 
apart from the slowdown in construction activity. it 
would appear that the construction — sector’s 
performance has not improved relative to the 
increase in inputs. notably fixed assets, over the 
whole of the last decade. As in other countries. the 
sector has special problems due to changes in the 
location of work and high turnover in the labour 
force. Its average level of labour productivity is low 
in relation to other sectors. and its labour force is less 
skill and capital intensive than most. Nevertheless. in 
all countries of the region intensive efforts have been 
made to remedy shortcomings by a very substantial 
infusion of resources during the last decade. The 
sector has thus generally increased its share of total 
investment and fixed assets both during 1971-1975 
and again in 1976-1980.*°’ However. the cost, in 
terms of fixed assets, of achieving increases in labour 
productivity rose much faster than the average for 
the material sphere as a whole throughout the region 
(table 3.4.6). The construction sector was in fact— 
with agriculture—the worst performer in this respect 
in all countries. While there was some improvement 
in this indicator in Bulgaria and Hungary during the 
second half of the decade. it still remained low vis-a- 
vis the rest of the material sphere. and in the other 
countries the implied performance differential 
widened between the two quinquennia. The gain in 
labour productivity from an incremental unit of fixed 
assets in the construction industry fell by 33-35 per 
cent, depending on the country, (by 73 per cent in 
Poland) between 1970 and 1980, compared with a 
range of 12-33 per cent for the material sphere as а 
whole. 


The same appears to be true, though to a less 
marked degree. of the construction materials 
industry in four out of the five countries for which 
data are available on the industrial distribution of 
fixed assets throughout the decade. In contrast to the 
construction sector, the branch’s share of investment 
fell between the first and second halves of the 1970s 
in all countries but Bulgaria. In Bulgaria, Czechoslo- 
vakia. Hungary and the Soviet Union the labour 
productivity gain of the branch per incremental unit 
of fixed assets fell by 20-36 per cent over the decade. 
compared with a range of 8-30 per cent for industry 
as a whole. The fall in the share of investment alloca- 
tions to this branch relative to total industry was, in 
fact. fairly steady over the 1970s (except in Bulgaria), 
though there were some minor reversals of the trend 
in 1979 and 1980. 


Despite above average, even heavy, infusions of 
new capital in all countries but Bulgaria between the 
two halves of the 1970s, labour productivity growth 
in the construction sector was well below the average 
for the material sphere in every country of the region 
but Hungary. Similarly, the decline in capital 
productivity was considerably faster than the average 
for all sectors. This suggests on the one hand that the 
organizational problems of the construction sector 
itself remain of considerable importance. The 


7 The one exception is Bulgaria. where construction increased 
its share of fixed assets in the material sphere. while its corre- 
sponding share in investment declined. There was apparently a 
very big decline in fixed asset write-off rates over the decade. 
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emphasis laid in both annual and five-year plans on 
the need to remedy the scattering of investment 
resources over ап excessively large number of 
projects points to what is probably a principal cause 
of the sector’s below average performance. And the 
record of the construction materials industry may 
indicate some further reasons: although the labour 
productivity record of this branch has been on the 
whole good in relation to the industrial average, its 
reduced share of industrial investment may have 
inhibited progress in switching output to technically 
exacting industrialized building components, the 
production of which is relatively capital intensive. 
Shortages of these items have been reported in all 
countries of the region during the 1970s, with conse- 


quent effects on the performance of the construction 
sector. 


Thus, while the supply of building materials relative 
to sitework and construction activity in investment as 
a whole either eased or remained about the same 
between the two halves of the decade in all countries 
of the region (table 3.4.4), it may not have been 
possible for the industry to have kept pace with the 
qualitative requirements of the construction sector. 
The more relaxed supply situation thus probably 
reflects more the slowdown in construction activity 
after 1978 than any upgrading of the construction 
materials industry’s own performance. 


With regard to engineering goods, the situation is 
more complex. Although engineering output has in 
all countries more than kept pace with the corre- 
sponding investment expenditures, the role of 
imports became considerably more important during 
the 1970s and in particular, imports from western 
countries. Although no detailed volume figures for 
this category of imports are available, the small 
increases in value terms and even declines in some 
countries of the region. show that supplies from the 
west became progressively more limited during 
1976-1980. As for intra-regional trade, increased 
allocations of these goods for export outside the 
region, to less developed countries in particular, as 
part of the drive to redress trade balances, may have 
reduced opportunities for replacing western supplies 
by imports from other countries of the region. 


(iv) Structural change in the investment sector 
1976-1980 


The size of structural changes in investment alloca- 
tions between the five-year periods 1971-1975 and 
1976-1980 varied according to the level of aggre- 
gation considered. At the highest level—changes in 
allocations between the material and non-material 
spheres—there were substantial differences between: 
countries though they tend to offset one another 
when the region is considered as a whole. For alloca- 
tions within the main sectors of the material sphere 
common trends are discernible. Within industry, 
structural shifts were significantly bigger than in the 
material sphere as a whole; in recent years, 
moreover. the magnitude of change has accentuated, 
and there has also been an increasing convergence in 
branch allocation patterns as between countries. 
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TABLE 3.4.7 


Structural change in investment 
(Indices, 1970 = 100) 


ee eee 


1972 


1975 1977 1978 1979 1980 


Material sphere 


Bulgaria . 97.9 94.4 95.0 91.5 91.5 94.0 94.2 91.6 BPs) 95.0 
Czechoslovakia. 98.8 96.9 99.0 97.4 оо 97.4 96.9 95.8 96.5 9528 
German Democratic } 4 

Republic . 98.0 96.0 94.9 97.0 97.2 96.6 97.6 95.9 94.3 95.2 
Hungary . 95.9 93.8 94.0 94.1 93.3 BPA 89.8 90.9 91.9 91.0 
Poland 98.2 95.6 93.0 93.2 OBES 91.9 93.0 93.6 95.8 96.3 
Romania . 96.7 1 96.5 94.4 9. 95.1 Shai 92.5 91.4 88.8 
Soviet Union 98.4 О. 97.2 96.4 96.9 96.8 ОЕ 96.3 96.1 96.7 

Industry 

Bulgaria . 5 88.7 90.6 86.3 90.2 ODE, 94.7 89.1 91.9 87.0 83.9 
Czechoslovakia. У 93.1 91.9 93.7 91.6 91.3 90.3 84.2 83.8 83.9 
German Democratic 

Republic . 96.0 90.4 89.0 89.2 89.2 87.5 87.4 88.3 91.8 89.9 
Hungary . 93.2 89.6 88.4 88.6 89.5 90.5 90.6 Е 89.8 87.8 
Poland 97.7 94.3 90.9 90.3 88.8 87.7 87.9 88.3 91.7 88.4 
Romania . 98.3 96.4 94.3 92.2 90.8 90.0 89.4 87.9 87.0 85.6 
Soviet Union 99.1 98.7 97.3 96.1 5.5) 94.8 93.3 91.0 Я ies 

Sources: As for table 3.4.1. я 

Note : This index is calculated as 100 minus half the sum of changes in shares between а base year and subsequent years, viz. 100 — 0.5 ain — 21701 


are the percentage shares of sector or branch i in total (i.e. material sphere or industrial investment in year n and in the year 1970, respectively. See also 


Economic Survey of Europe in 1980, р. 189. 


A reallocation of resources from the non-material 
to the material sphere occurred in Czechoslovakia, 
Hungary, Romania and the Soviet Union. In all four 
countries, the share of the material sphere increased 
by 1.5-3.0 percentage points between 1971-1975 and 
1976-1980, though the trend reversed in the first two 
countries after 1978 (table 3.4.3). In contrast, the re- 
allocation towards the non-material (services) sphere 
which occurred in the German Democratic Republic 
and in Poland between the first and second halves of 
the 1970s (1.2 and 2.3 percentage points) gathered 
strength in 1979 and 1980 as also in Bulgaria where 
the shift was, however, smaller. No consistent expla- 
nation for these trends can be discerned. There are 
sharp differences between pairs of countries at 
similar levels of development (Bulgaria and 
Romania; Czechoslovakia and the German Demo- 
cratic Republic; Poland and Hungary). Nor do they 
relate well to the rate of investment growth, or to 
performance in fulfilling plan targets. Poland is 
perhaps an exceptional case; after the heavy concen- 
tration on industrial, agricultural and _ other 
productive investment during 1971-1975, which was 
accompanied by a 3-point fall in the share allocated 
to the non-material sphere between 1970 and 1975, 
measures were taken to redress the situation during 
1976-1980. In the other countries, specific features 
such as housing demand may have also played a role. 
In Bulgaria and the German Democratic Republic, 
the relatively low growth in ICORs between the two 
periods discussed earlier may have made possible a 
shift of resources to the service sector without greatly 
influencing material growth plans. 


Within the material sphere, structural change over 
the period was strongest in Hungary and Romania, 


where the index of structural change moved by 9 and 
11 points respectively between 1970 and 1980 (table 
3.4.7).°°° In the other countries, the movement 
ranged between 3.3 points (Soviet Union) and 
5 points (Bulgaria). At this level of aggregation, 
therefore, structural change has been modest since 
1970, though it 15 noteworthy that for most countries 
(except the Soviet Union) this stemmed from a halt, 
and often a reversal, of a more lively movement 
between 1970 and 1975-1976. 


Only Poland and the Soviet Union restricted the 
share of allocations to industry. In fact, the share of 
industry in Polish investment rose very sharply from 
1970 and up to 1976 (by 6 percentage points). After 
that allocations reverted to a pattern closer to 1970. 
The redressment effort in 1976-1980 was concen- 
trated on agriculture and construction, where the 
share of allocations rose by a combined 2-5 
percentage points. Agriculture’s share continued to 
increase in 1979 and 1980. In the Soviet Union, the 
shift out of industry and agriculture was directed 
towards construction and, especially, towards 
transport and communications. In the other 
countries, structural shifts reflected above all a steady 
and sometimes substantial decline in agriculture’s 
share (Bulgaria, Hungary), taken up mainly by the 
industry sector or, in the case of Czechoslovakia, by 
construction. Shifts in other sectors between the two 
periods rarely rose above | percentage point. In 
general, movements in 1979 and 1980, where 
noticeable, continued in similar directions, though 
there was a sharp increase following the previous flat 


38 See note to table 3.4.7 above. 
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or declining tendency in the share of allocations to 
transport and communications in Hungary, Poland 
and Romania. 

_ The main structural changes in investment alloca- 
ions over the 1970s took place within industry. They 
were not only bigger but did not show any very 
significant reversal after the middle of the decade. 
Movement in the structural change index between 
1970 and 1980) ranged from 12-16 points in Bulgaria, 
Czechosloy ава. Hungary, Poland and Romania: in 
the German Democratic Republic and the Soviet 
Union it was more modest (10.1 and 8.5 points 
respectively). 

Comparing allocations in 1971-1975 and 1976— 
1980, changes of more than 1.5 percentage points 
were registered for 6 out of 10 industrial branches in 
Bulgaria, 7 out of 10 in Czechoslovakia, 8 out of 9 in 
_ Hungary, 5 out of 10 in Poland. But the spread of 
structural change was much lower in the German 
Democratic Republic (two out of eight branches), in 
Romania (three out of ten branches—though the 
share of engineering rose by as much as 6 percentage 
points, the biggest movement of any branch in any 
country) and in the Soviet Union (two out of ten 
branches). *°° 

Between 1971-1975 and 1976-1980, the common 
feature of investment shifts in all countries of 
the region was the continuing reallocation of 
funds towards the engineering industry. The high, 
6 percentage points shift in Romania 15 followed by 
а 3—4 points shift in Bulgaria and Czechoslovakia 
and around 2 points in Hungary and the Soviet 
Union. The pattern was different in the German 
Democratic Republic. where the main recipient 
branch was metallurgy. followed by engineering. 
Even.so, by 1980, the share of the engineering 
industry stood above its average 1971-1975 level in 
all countries. The main “loser” branch was the 
chemical industry, the share of which increased only 
in Poland and the Soviet Union (by about 1 
percentage point in both cases). In the other 
countries its loss of share ranged between 0.5 per 
cent in Romania to I-4 points in Bulgaria, Czechos- 
lovakia. the German Democratic Republic and 
Hungary. The decline in its share gained extra 
momentum in some countries in 1979-1980, and the 
share began to diminish, moreover. even in the two 
countries where it had been maintained during 
1976-1980 as a whole. 

Contrasting developments in these two sectors can 
probably be attributed in part to foreign trade 
developments since 1975-1977. As is now already 
clear from the trade returns, the growth of the 
region’s imports of investment goods in real terms 
has been sluggish. the slow increase in value having 
been very largely or even completely wiped out by 
rising prices. Since 1978. the volume of investment 
goods imported from outside the region for the 
chemical industry declined even in value terms (by 
about 20 per cent in the year 1979 alone).*'’ In the 


"> The low ranking of Romania in comparison with its high 
ranking according to the structural change index reflects the 
degree to which structural change was concentrated on the engin- 
eering branch. 

“In 1978 the share of identified investment goods imported 
from outside the region was estimated by the secretariat at more 
than 40 per cent of the total current US dollar value imported 


case of investment goods for the engineering 
industry, the region’s imports from outside the region 
also declined but by much less (by 7 per cent in 
1979). In fact, chemical industry investment goods 
accounted in 1978 for perhaps 35 per cent and 
investment goods for engineering for about 23 per 
cent of the region’s total identified imports of 
Investment goods from outside the region. This 
compared with a less than 4 per cent share of 
chemical industry equipment in total investment 
goods imports from other countries of the region and 
a rather higher share for engineering (10 per cent). >! 

The relative buoyancy of intra-regional trade in 
machinery and equipment as compared with the 
region’s imports of these goods from other countries 
Suggests that supplies from within the area may have 
partially replaced goods imported from the rest of 
the world. But the technology content of chemical 
imports from outside the area is highly specific, and 
not readily substitutable by equipment produced 
within the region. This is less true for many 
investment goods for the engineering industry. This 
may at least partly explain the drop in the chemical 
industry’s share in total industrial investment— 
which, as noted earlier, does not square with planned 
production priorities. However, the lack of complete 
data on the region’s investment goods imports on an 
industrial end-use branch basis in the years 1979- 
1980 prevents comprehensive analysis of trends in 
those years. 

A further marked change in investment allocation 
patterns common to all the countries of the region is 
the shift during the course of 1976-1980 towards 
investment in the fuel and, to a lesser extent, the 
energy producing branches. Between the first and 
second halves of the 1970s, the share of investment in 
the fuel industry rose by 1.4-2.5 percentage points in 
Bulgaria, Czechoslovakia, Hungary and the Soviet 
Union, though marginal declines were reported in 
Poland and Romania (and a bigger, 2.5 per cent, 
decline for the combined fuel and energy branches of 
the German Democratic Republic). Much of the 
movement was concentrated in 1979-1980, particu- 
larly in the German Democratic Republic, Poland 
and Romania where the fuel branch’s share had 
remained stable or fallen in 1976-1978. By 1980, the 
share of allocations to the fuel industry was up by 0.8 
percentage points over the 1971-1975 average in 
Bulgaria (this was, uniquely for the region, a lower 
figure than for 1976-1980 as a whole indicating falls 
in the branch’s share towards the end of the period), 
by 1.5 points in Czechoslovakia, 2.9 points in 
Hungary, 5.9 points in Poland, 0.3 points in Romania 
and 2.4 points in the Soviet Union. In the German 
Democratic Republic a —2.5 point decline in 1976- 
1980 was registered compared with the 1971-1975 
average for energy and fuels combined, but this 
difference was only —0.2 percentage points by 1980 
indicating rising shares towards the end of the second 
half of the decade. A similar strongly rising tendency 


from all countries. The estimates suggest that the value of 
imported investment goods for the mining and fuel extraction, 
the chemical and the engineering industries purchased from out- 
side the region was, higher than the value of purchases from 
countries within the region (0.49 against 0.46. 2.5 against 0.7 and 
1.6 against 1.4 billion US dollars respectively). 

“| 1978 figures. 
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can also be observed between 1971-1975 and 1976- 
1980 for the energy sector in a number of countries— 
notably Czechoslovakia. Hungary and Poland. whilst 
in the other countries of the region. though the 
energy branch has not yet attained the shares 
registered in the first half of the 1970s, the trend is 
also strongly upward since 1978. It might be 
observed that both these branches rely for imported 
equipment principally on suppliers within the region. 
where technology levels. particularly for the elec- 
tricity generating and supply branch, are comparable 
with the most advanced world standards. 


The chemical industry apart. other main branches 
experiencing a fall in the share of total industrial 
investment allocations during the 1970s varied 
between individual countries, but were concentrated 
on the whole in the consumer goods division—textiles. 
other light industry and the food industry. The first 
two together registered combined losses in shares 
ranging from about 0.5 percentage points in 
Romania and the Soviet Union. through | 
percentage point in Czechoslovakia and the German 
Democratic Republic and up to 3-5 points in 
Bulgaria. Hungary and Poland—the trend having 
intensified since 1978. The food industry suffered a 
loss in share between 1971-1975 and 1976-1980 in all 
countries but Bulgaria. the German Democratic 
Republic. and Hungary. where there was a 3 
percentage points increase. The generally falling 
trend in the other countries took place mainly after 
1978. 


(У) Investment, output and productivity 1976-1980 


Investment, as the channel along which are 
directed increments in fixed assets and new 
technology. is the key determinant of long-term 
changes in labour and overall productivity levels. 
Levels of labour productivity are affected by 
investment flows in several ways: first. by changes in 
the share of new investment allocated to above- 
average and below-average productivity sectors and 
branches. and second, over time, by the share of 
investments allocated to faster and slower produc- 
tivity growth sectors and branches. Third, the impact 
of investment will depend upon the facility with 
which it is absorbed by recipient sectors and 
branches. as illustrated by the cost. in terms of 
investment. of changes in labour productivity. The 
object of the present section is, in the first instance. to 
chart the structural changes described above in 
relation to movements in ICORs. and also to relate 
them to overall capital and labour productivity 
trends. 

In the first place, investments within the material 
sphere largely moved in favour of industry. a high 
labour productivity sector, during the second half of 
the 1970s. The only exceptions were Poland and the 
Soviet Union. where agriculture and transport and 
communications. respectively. were the principal 
beneficiaries. 

Within industry the position is different. In all 
countries. the branches with above average labour 
productivity levels are energy, metallurgy. chemicals 
and food. To this list can be added fuel (Czechoslo- 
vakia. Romania and the Soviet Union) and engin- 
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eering (Bulgaria). Investment shifts towards metal- 
lurgy took place in five countries (excluding Bulgaria 
and the Soviet Union) between 1971-1975 and 
1976-1980. Of the other branches, allocations to 
chemicals rose only in three countries (Bulgaria, 
German Democratic Republic and Hungary) and to 
energy in three countries (Czechoslovakia, Hungary 
and Poland). There were also shifts to fuel in 
Czechoslovakia and the Soviet Union, and to engin- 
eering in Bulgaria. It is thus far from clear to what 
extent industrial labour productivity has benefited 
due to investment shifts from branches with low 
labour productivity levels to branches where tney are 
high; the net shift to the branches listed above was 
either negative, as in Bulgaria, Czechoslovakia and 
Romania (—0.3 to —1.9 percentage points) or positive 
but small. as in the German Democratic Republic, 
Poland and the Soviet Union-(+0.2 to +1.6); it was, 
however, bigger in Bulgaria (3 percentage points). *!” 


Positive effects were however achieved, from struc- 
tural shifts due to shifts towards sectors and branches 
where labour productivity was increasing at above- 
average rates. As shown in table 3.4.8, between 
1971-1975 and 1976-1980 this took place in 7 out of 
the 34 sector observations shown for the material 
sphere of the seven countries in the region. In 
addition, in ten cases there were shifts out of below- 
average labour productivity growth sectors. In 
industry, this was the case for 12 and 21 out of 72 
observations respectively. There was considerable 
variation between countries. In Poland, the shifts in 
investment in the material sphere were almost totally 
at variance with labour productivity trends—i.e. all 
shifts consisted of movements out of above-average 
labour productivity growth sectors and into below- 
average productivity growth sectors, and apart from 
small shifts out of agriculture in Romania and the 
Soviet Union, the same was true of these two 
countries. But there were more positive shifts (in 
three sectors) in Bulgaria, Cezchoslovakia and the 
German Democratic Republic. In Hungary all the 
resource shift was. towards above-average labour 
productivity growth sectors and away from those 
where labour productivity growth was _ below- 
average. Within industry, individual country 
performance is even more markedly different. Struc- 
tural shifts in investment were positive. in the sense 
defined above. in nine out of ten of the inter-branch 
shifts recorded in the Soviet Union, six out of ten in 
Poland, five out of ten in Bulgaria, and five out of 
nine in Hungary—but in only three out of nine in the 
German Democratic Republic. four out of ten in 
Czechoslovakia and two out of ten in Romania. 


These bird’s eye view comments do not, of course. 
take account of the weighting of different sectors or 
branches in total output, nor of the size of the shift. 
nor of the differences between the rates of growth of 
labour productivity and hence do not explain overall 
growth outcomes. In fact, in most countries there has 
been a fairly widespread shift to the above-average 
labour productivity growth rate industrial sector and 


_ ‘The above comment appears to imply that labour produc- 
tivity changes are independent of investment. While this is clearly 
not the case. investment is not the only determinant—as witness 
the differential rates of growth of labour productivity with regard 
to fixed asset increases due to other “absorption” factors. 


away from agriculture, and, within industry, towards 
engineering and energy and away from the often 
below-average labour productivity growth branches 
such as textiles, and the light and food branches. 
Conversely, the main shifts toward slow growing 
labour productivity branches within industry involve 
fuel (all countries but Poland and the German 
Democratic Republic) and metallurgy (all countries 
but the Soviet Union where there was a shift away 
from this branch). The net effects of investment shifts 
on overall labour productivity growth. therefore, has 
probably been positive in most countries of the 
region—except in the material sphere for Bulgaria 
and Poland. and within industry in Romania. 
However, there was a very marked shift away from 
the high labour productivity growth chemical 
industry in all countries but Poland and the Soviet 
Union. 


Investment 
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Leaving aside for the moment the question of the 
“absorptive capacity” of sectors/branches for 
investment, these observations can usefully be 
compared with the figures shown in table 3.4.9 which 
summarize, inter alia, the effects of changes in fixed 
asset (and employment) structures on the growth of 
NMP and gross industrial output. In order to 
separate out the effects of structural changes in 
inputs, growth performance in the material sphere 
and in industry respectively have been related to 
changes in the distribution of fixed assets and 
employment between sectors and branches. In order 
to separate out the effects of both productivity and 
structural change, actual growth outcomes have been 
compared with what they might have been if, in the 
first place, sector branch productivity remained at 
1970 levels while structures were held constant and 
vice versa. It is thus possible to show successively the 


TABLE 3.4.8 


Structural shifts in investment allocations in relation to ICORs, capital and labour productivity 
(Coefficients (ICORs), average annual percentage change (productivity) and percentage points 
(structural change))“ 


A. Material sphere 


Transport Total 
and material 
Industry Construction Agriculture communications Trade sphere 
Bulgaria 
Е ато Зы 2.4 —38.8 6.4 1.6 3.8 
Capital productivity . . 0.3 8) —6.4 —1.6 —0.8 =(.5) 
Labour productivity . . 6.8 5.4 3.1 5.9 9.6 Fal 
Stmeturalishifts о. 1.1 —0.8 —2.3 1.2 0.5 = 
Czechoslovakia 
GO Riga ee =, 4.4 4.5 219.9 7.6 1.4 4.8 
Capital productivity | —4;:9 010) 1.3 —0.7 = 
Labour productivity . . 4.4 ea 2 See 4.7 4.2 
Structural shittecmec: s eee) 0.3 17 = 07 =(0.3 — 1.0 
German Democratic Republic : 
ICORs. ый: 4.7 93 170.1 122 1.8 5.2 
Capital productivity 10:7 = 45) — (7 —0.8 = 1-1 
Labour productivity . . 5.0 3.0 eS 3.2 4.6 4.3 
Structuralvshift®. 92>. 1.0 0.6 58 (Onl —725 = 
Hungary 
ICORs. жа. 5.4 1.8 43.9 17.2 2.3 6.7 
Capital productivity 0 —5.6 5) 0.1 —4.3 cue 
Labour productivity . . 6.4 5.0 3.2 2 3:7 5 
Structural shift. 5 =: Si 0.5 | у 0.1 
Poland ; 
I GORS але Se uate ss 3.8 6.4 —28.4 Sd 1.0 5.5 
Capital productivity =) Sides: —7.4 0 | г a 
Labour productivity . - 6.0 Ikea} 0.5 5.6 Ai ‘ 
Structural shift . 4 0.8 ВХ —1.6 й 
Котата : es г. 
ICORs. ee 335) 3.0 9.2 9.5 : о 
Capital productivity РЕН —6.9 —4.3 aie +s 4 
Labour productivity . . 5 6.4 0.5 т в: р 
‘Structural shift . 0.1 MD) Ika) ; : 
h 
Soviet Union 
СОК 2.8 Зы] 9.3 11.0 и 
Capital productivity = [724 50) ы | Sos о 
Labour productivity 4.6 2.4 2.9 3 2 
Structural shift . (0) 0.2 ==). a 


256 


Recent economic developments and five-year plans in eastern Europe and the Soviet Union 


TABLE 3.4.8 (continued) 


B. Industry 
CSE вси нове AOR УВ AEN DATO _. a ee ee ee 


Construc- Other 


Engi ion ‘ood, ight Total 
Energy Fuel ye ae р НЕ а Textiles een Food — industry 
ulgaria 
у ICORs $e A ey aes 6.6 1.6 0.7 1.4 Des} 1.6 0.7 0.7 0.9 |3 
Capital productivity . = 107 4.9 2.4 24—35, ОА ОЙ 
Labour productivity. . 2.2 5.0 6.6 9.0 8.9 6.9 6.1 5:6 4.4 3.9 5.8 
Structural shift Sale) | 3:4 5 eS а 0.3 = 
zechoslovakia 
ТОВ BeGtee 265 4.3 1.8 0.8 1.0 В. Nees 15 1.0 12 Ва 
Capital productivity . ——) iain eo 0.4 1.3 st SSSA | 1.4 ie 2.4 0.5 
Labour productivity. . 2.0 2.4 3.6 6.6 6.6 5.0 5.4 4.6 5 33 4.8 
ела titan eee 1.4 2.4 3278 S168 1.9. OM =) (0 0.2 = 
German Democratic Republic‘ у ь 
[CORSA Ни. ох VD 3.0 1.0 Ds 3.4 lee 1.4 ie 9 
Capital productivity . у eh ie re bs oe si BY 
Labour productivity. . 3.6 4.7 6.0 6.7 4.9 6.3 38) leg 5.2 
Structural shift = Bei Oey = 105 —08 a 04 0.5 
Hungary у / é 
ICORS: ое 12.0 2.9 1.0 1.0 3:5 Rat 2.6 ite то 1.8 
Capital productivity . Е а о = = 1 3:8 4.6 2.5 
Labour productivity. . 6.8 4.2 4.0 6.2 8.6 5.9 ue 4.7 4.8 23 5.4 
Structuralishilt 1.23 ed [2 ПО а.о = 62.6 3.3 = 
Poland 
ООВ о 30 2.4 0.7 1.4 2.6 1.3 0.6 0.5 0.8 2 
(Сер Proce, o SOO =) 5 2s 0.8 В 320 Sr 2 4.3 
Labour productivity. . 5.8 3.4 6.1 8.0 Til OFS fel 6.3 6.2 4.4 6.1 
Structuralishiit = Se SO lei 2.4 Pei hs OS. 2-255 И о 
Romania 
ICORs 10.5 5.4 1.4 0.6 5 al 1.0 0.4 0.3 0.6 1.0 


Capital productivity . 


Labour productivity. . 5.2 2.9 5 7.0 13 10.2 6.4 6.5 6.3 4.7 6.3 
Structural shift — 0.2 1.6 5.8 0.5 1.1 60 O33 1 =0 
Soviet Union $ 
и ое о ore 6.2 Ais) 0.6 les 1.9 22) 0.7 0.3 0.8 1.2 
Capital productivity. . —0.5 52 ВЫ И 10 За 3:9 3.0 95 0-20 
Labour productivity. . 3.3 385) 2.8) Tal 5.4 oS 3 TSI 3.0 17 4.0 
Structural shift =: до =] 2.2 0.8 0.7 ONS) 0.1 0.3 0.8 = 


Sources. As for table 3.4.1. 


Note: Unless otherwise indicated below, other light industry includes clothing, footwear, leather, glass and ceramics. and printing. 


71CORS (coefficients) are derived from average investment ratios in 1976-1980 divided by the percentage growth of average NMP in 1976-1980 


over the average for 1971-1975, annualized over five yesrs. Capital and labour productivity (average annual percentage changes) are expresses! as 
geometrical averages of growth over 1976-1980 based on 1975. Structural shifts (percentage points) relate to changes between the annual averages of 


1976-1980 compared with those in 1971-1975. 


Includes trade and procurement etc,, and other unspecified activities. 


“Includes oil refining. 

“Includes fuel. 

“Includes wood and paper. 

’ Includes glass. 

К Clothing, leather, furs and footwear only. 


contribution of changes in the level, productivity and 
sector/branch structure of each of the two factors of 
production (fixed assets and employment) to total 
growth. 3! 

The table clearly shows up two developments 
during the past decade. In the first place, it broadly 


‘Tt should be noted that in this part of the analysis the effects 
of shifts between sectors/branches with different /evels of labour 
productivity have been included for convenience with the effects 
over time due to shifts between sectors/branches with different 
rates of productivity growth. 


confirms that structural changes in the investment 
sector, as they have impinged upon fixed assets, have 
had a noticeable and positive effect on growth. For 
the material sphere as а whole, changes in fixed asset 
structures have contributed between 8 and 28 per 
cent of the total NMP increment 1970-1980. ** In 
industry, the figure has been somewhat lower—a 


‘The tabulation does not show, for space reasons. movements 
between 1970 and 1980 but movements between the benchmark 
years 1970 and 1975 and 1975 and 1980. 
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TABLE 3.4.9 


Contribution of changes in the post-1970 levels, productivity and sector branch allocation of fixed assets and employment to NMP 
and industrial output changes 1970—1975 and 1975—1980 
(Percentages of actual output growth) 


Е ЕР ИОВ ОЕ В ООВ ee ae ee 


Bulgaria Czechoslovakia 


German Dem. Rep. 


Hungary Poland Romania Soviet Сон 
1975 1980 1975 OS 975 7 075 9% 075 Us 075 YN 975 ( 
1970 1975 1970 Work 1816 Has me ee ton ne i 70 1 i я) и 
MATERIAL SPHERE (NMP) 
Fixed assets: 
Output growth due to changes in: 
Levels реке a 43:2 % 1016 „180 111.6 1470, 9109.4 12422 3591—7195 1050 11550 \ 16308 ЭВ 
Productivity . aoe Po 2 Os 14 39774 10 5810 24 11434 0.7 721.2 —9.2 —63.5 —68.7 —125.6 
Sectoral allocation. 23.1 13.1 12.7 1173 ИЯ Mil 15.3 2 See Sed 3.6 8.5 5.5 87 
Employment 
Output growth due to changes in: 
Levels. р 0.3 4.9 7.6 1.0 о и а a 24.8 1.8 ПУ 21.6 17.9 
Productivity . 84.8 93.2 88.6 88.0 98.9 92.1 sy WIS 09 = 95 79.3 77.6 80.1 
Sectoral allocation. al 6.5 6.5 4.4 0.1 0.3 Si = о № 250 19.0 0.8 2.0 
INDUSTRY (GROSS OUTPUT) 
Fixed assets 
Output growth due to changes in: 
Levels. 100.6 133.0 32:4 30:60 7 103 OM ISCO Me 2625193 26 255a1 118.6 - 185.8 
Productivity . SS Sy) PES SS ST ART = = = Ne) к ва = =] 
Branch allocation . 5.3 12.9 5.1 0.9 4.0 1.1 2S 12.9 9.9 14.4 № nes es) = 7/ 
Employment 
Output growth due to changes in: 
Levels. Яр: 11.0 7.6 9.4 3.7 7.0 3,4 21 32055) 2.9 =a loi | 25.7 
Productivity . 80.0 90.0 91.4 90.3 96.1 89.3 У о ea 97.0 86.0 76.2 
Branch allocation . = 0) 1.0 0.3 0.2 Sal 5) 44 —1.2 0.1 —4.1 asi) 


Sources: As for table 3.4.1. 

Note: These figures quantity, in percentages of actual growth, the three identified 
growth components shown which therefore sum to 100 per cent. They differ somewhat 
from those shown in text tables in section 3.3(i) above (text table on page 218) since they 
are based on national (rather than CMEA) statistics and hence include activities outside 
the socialist sector. 


positive contribution of between 3 and 11 per cent of 
the total rise in gross industrial output in eastern 
Europe, while—exceptionally—structural shifts were 
responsible for a 2.3 per cent negative contribution in 
the Soviet Union. Secondly, the table shows that 
these positive structural change effects have 
increased in strength for some countries but fallen in 
others and probably for the region as a whole—from 
a range of 4-23 per cent of total NMP growth 
outcomes in 1970-1975 to 1-17 per cent in 1975- 
1980; in the case of industrial growth the corre- 
sponding regional trends are slightly less clear, 
positive contributions having varied between 1.5-9.9 
per cent in the earlier period to —6.7 to 14.4 per cent 
between 1975 and 1980. Positive structural change 
contributions to NMP strengthened between the two 
periods for Czechoslovakia, the German Democratic 
Republic and the Soviet Union, and within industry 
for Bulgaria, Hungary and Poland, since the middle 
of the 1970s. In the future, improvements in the 
structure of the economy may involve moves back 
into sectors or branches where productivity growth 
has been, up to now, slower than average—notably 
fuels. 

At this point it is illuminating to examine the 


“absorptive capacity” question, and notably its 
development on а sector/branch basis. as illustrated 


“Because of the decline in the absolute level of production in the year 1980 as 
compared with 1975, the figures for Poland appear with their signs reversed: they should 
be interpreted as if signs were opposite to those shown. Magnitudes can be very large 
because of the relatively small drop in output between the two years. 

8 1976/1975, 


by a comparison of /abour productivity growth indices 
with the increase in fixed assets with which it was 
associated and on which its development largely 
depends (table 3.4.6). The table shows, in the lower 
panel, that the increment in labour productivity 
associated with a given increment in fixed assets was, 
depending on the countries, between 12 and 33 per 
cent lower in 1980 than in 1970 in the material 
sphere as a whole, and between 8 and 32 per cent 
lower for gross industrial output. 


The magnitude of changes shown by these, and 
other figures is not only large, but also varies widely 
between individual sectors and other branches. It is 
also quite clear that there are substantial differences 
between the performance of individual countries. 
Even so, in all countries (table 3.4.9), the effect of 
changes in the level of fixed assets would have been 
responsible—assuming no change in their 1970 
capital productivity performance—for very much 
more than the increments in growth actually 
achieved. This potential effect has, however, been 
eroded on a very large scale by the declines in capital 
productivity which actually took place since 1970. 
The results can be illustrated very graphically by 
referring again to table 3.4.6. Labour productivity 
gains in the material sphere in terms of fixed assets 
cost least in the German Democratic Republic in 
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1970-1980. closely followed by Czechoslovakia, 
Bulgaria~and Hungary. They were most costly in 
Poland and the Soviet Union. Whereas in the first 
four countries gains from an incremental unit of 
fixed assets fell by 12-14 per cent since 1970, in 
Poland, Romania and the Soviet Union they fell by 
20-35 per cent. In most cases productivity growth in 
industry was less costly than average in terms of fixed 
assets—or only slightly more so—than the average 
for the material sphere between 1971-1975 and 
1976-1980 (though this was not true if 1980 is 
compared with 1970 due to slow growth or absolute 
declines in industrial production in the latter year in 
some countries). Conversely, productivity gains in 
construction and agriculture were everywhere—with 
the exception of Romanian agriculture—very much 
more costly than average. 


Within the industrial sectors, the chemical industry 
showed better than average performance in all 
countries but Bulgaria, while for construction 
materials the converse was the case in all countries 
but the German Democratic Republic (up to 1976). 
Engineering performance was also relatively good. 
recording generally better  Шап average 
performance—notably in Czechoslovakia (where 
productivity gains actually became cheaper in terms 
of fixed assets over the period). Textiles, other light 
industry and the food industry taken together also in 
general performed worse than the average of all 
branches—though in the German Democratic 
Republic and Hungary textiles performed better 
than average. The energy industry performed worse 
than average in all countries but Hungary and the 
Soviet Union. A similar mixed pattern is revealed for 
fuel; it performed well only in Bulgaria and Hungary 
(where it accounts for only about 4 per cent of total 
industrial production). 


Viewed globally, these results can be broadly 
confirmed by reference to table 3.4.9. This shows that 
very big disproportions between the role of labour 
and capital productivity in growth are present in all 
countries of the area. In order to achieve the labour 
productivity contributions shown, the rise in fixed 
assets—as already implied -ш the previous 
paragraphs—has in all cases been extremely large. 
Although the effect over the whole decade is not 
shown in the table, the effects have been big enough, 
in fact—on the assumption of 1970 capital produc- 
tivity levels as described earlier—to account for 
between 129 and 188 per cent, depending on the 
country, of production growth in the material sphere 
over and above the level actually achieved—and 
similarly, a corresponding 105 to 185 per cent of 
industrial growth. *'* Although the productivity effect 
has been boosted by the favourable effects of struc- 
tural changes in fixed asset allocations in almost all 
countries, the decline in capital productivity has, 
therefore, wiped out between one third and three 
quarters of potential gains in the material sphere as 
a whole, and 20-40 per cent in industry (except in 
Czechoslovakia, where in industry the figure was as 
low as 8 per cent over the decade). Moreover, the 
position worsened in the second half of the decade, 


** Excluding the German Democratic Republic (since 1976) 
and Romania which do not publish a breakdown of fixed assets by 
industrial branch. 
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at the same time as the positive contribution made by 
structural change in fixed assets in some countries 
weakened. The causes of these phenomena lie 
outside the investment sector. But their effects on 


production far outweigh those of a declining labour 


force. With the available supply of labour. the 
immediate task is clearly to arrest the declining trend 
of overall capital productivity which would, in itself, 
provide a very substantial boost to the growth of the 
productivity of labour. 


Several countries have drawn attention to the need 
to modernize the stock of fixed assets by writing off 
obsolescent plant and equipment. No systematic data 
are available on write-off rates for the countries of 
the region, but a comparison between increases in 
gross fixed capital formation and changes in the level 
of fixed assets yields results which serve to indicate, 
albeit approximately, recent trends in this respect. 
Arithmetical averages of the results suggest that 
write-off rates rose somewhat between 1970 and 
1975. but declined fairly steeply in 1976-1980 in 
most countries for both the material sphere and in 
industry (as also in the non-material sphere between 
1975 and 1980). The exceptions are Czechoslovakia 
and Hungary (but not in industry). The implied 
depreciation rates moved downwards rather sharply 
in 1979 and 1980. The decline tended in all countries 
to be steepest in agriculture and construction. while 
within industry it was widespread among sectors. 
Prolongation of the life of fixed assets may well be 
inevitable in the medium term given the reduction in 
investment growth planned in most countries. But it 
may be a considerable hindrance in achieving the 
required gains in labour productivity, and in 
arresting or reversing the downward trend in capital 
productivity. 


(vi) Plans and prospects 1981-1985 


NMP growth rate targets for 1981-1985 have been 
set’ somewhat below growth outcomes during 1976- 
1980 in all countries of the region but the German 
Democratic Republic, where NMP is scheduled to 
grow at rates a full point above recent trends. 
Investment targets in all countries have, in contrast, 
been set at much lower levels than were achieved in 
1976-1980; little if any growth is foreseen above the 
1980 levels in Czechoslovakia and the German 
Democratic Republic and only in Romania (an 
average annual growth rate of 4.4 per cent) and in 
the Soviet Union (1.6 per cent) do the plan targets 
exceed | per cent annually. 


The plan for the current period thus represents a 
major development of the strategy first manifested in 
the plans for 1976-1980—when only two countries 
opted for the hitherto traditional strategy of 
investment-led = growth (Czechoslovakia — апа 
Romania). Virtually all countries are thus now 
emphasizing greater efficiency of the investment 
process itself—and again stress the importance of 
concentrating investment on priority projects, 
shortening construction times and improving the 
performance in working up plant to full productive 
efficiency with a minimum delay. While no large 
scale administrative or organizational changes are 
foreseen—or at least mentioned in the five-year 
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Five-year plans for investment, 1981—1985 
Dim eee eee ee 


Jnvesiment 


(Annual percentage 
change) 


Investment ratios 
(Per cent) 


ICORS 
(Coe/ficient) 


1976-1980 


198 1— 1985 


1976-1980 1951-1985 1970-1980 1981 = 1985 


Bulgaria а 4.1 
Czechoslovakia . me te Pe 4.1 
German Democratic Republic . on 
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Soviet Union. 3.9 
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plans—to improve the construction — sector’s 
performance in this respect, the innovations intro- 
duced during the previous quinquennium, together 
with the increasing importance of net output 
indicators in the economy as a whole. will work to 
the same end. None the less, the most significant 
contribution to the process in the view of the 
planning authorities of the region is likely to be the 
very much more limited availability of investment 
funds over the current five-year period, which, they 
consider. will not only place a premium on the 
speedy realization of investment projects, but will 
also provide an added incentive for more efficient 
use of available fixed assets. 

In Bulgaria, an average rate of investment growth 
of 0.9 per cent annually from the year 1980 is implied 
up to the end of the five-year plan. This compares 
with an average annual rate of 4.2 per cent in 1976- 
1980 after adjustment for price increases in 1980. 
Official statements indicate total expenditures over 
the five-year period to be equal to an annual rate of 
2.7 per cent, in volume terms, over the levels 
achieved in 1976-1980. Together with NMP growth 
targets, this will result in a progressive fall in the 
investment ratio, but a rise in ICORs from an 
average of 5.9 in the previous quinquennium to 8.7 
in 1981—1985—moderating to 8.2 by the last year of 
the plan period. 

No investment figure has been released for the 
year 1981, nor has any NMP growth figure in volume 
terms. *!* Taking a published figure of 5.9 billion leva 
for fixed assets brought into operation in 198], it 
seems likely that there was some decline in 
investment in that year. If NMP growth at a trend 
figure of about 4-5 per cent is assumed, a large fall 
in the investment ratio would appear to have taken 
place, together with a marginal rise in the ICOR. 
Plans for 1982 foresee an NMP growth target (3.6 per 
cent) in line with the five-year plan figures; and an 
estimated 5.6 per cent growth in investment expendi- 
tures (to 7.215 billion leva). If achieved, these targets 
would again push up the ICOR; in that case, 
investment would need to grow more slowly than the 
average annual rates implied by the five-year plan 
targets during 1983-1985 if the objective for the 
period as a whole were to be achieved. | 

In Czechoslovakia, the five-year plan targets for 
investment imply a decline in the average absolute 
level of investment over the period compared with 


316 An increase in NMP of 22 billion leva was announced, equal 
to a 7.3 per cent rise at current prices. 


1980. During 1976-1980. capital expenditures also 
grew by an annual average of 4.1 per cent. With 
slower NMP growth, this implies a fall in the 
investment ratio (from 33.7 per cent in the previous 
plan period to 29.4 per cent in 1981-1985), and a rise 
in ICORs (from 6.9 to 12.8 between the same 
periods) which would decrease only slightly by 
1985.*' This is approaching double the average 
1976-1980 outcome. 


In 1981, the growth of NMP is estimated at below 
| per cent, and a decline in investment to 144.8 
billion crowns was announced (—3.6 per cent). There 
has thus been a substantial fall already in the 
investment ratio, and a big rise in the ICOR. Plans 
for 1982 indicate a further decline (—3.3 per cent) in 
investment and little growth of NMP. This would be 
in line with the low investment growth targets, but 
would imply a considerable recovery in NMP growth 
during the remaining years up to 1985—to an annual 
average rate of 3-4 per cent—if the five-year plan 
NMP growth targets were to be fulfilled. If this were 
achieved, both investment ratios and ICORs could 
fall sharply towards the end of the period. 


In the German Democratic Republic, the five-year 
plan targets for investment are set at an annual 
average level slightly less than in 1980. This 
compares with average annual growth rates of 5.3 
per cent in 1976-1980. The NMP growth target is, 
however, set at about 5 per cent annually. Thus a 
very substantial fall in the investment ratio is 
foreseen throughout the plan period (to 25.4 per cent 
compared with 31.0 per cent in 1976-1980) and also, 
uniquely in the region, a sharp fall in the ICOR 
(from 7.6 to 5.8). Growth of investment is estimated 
at just under 2.0 per cent in 1981, which is slightly 
lower than the annual plan for the year, but higher 
than the provisions of the five-year plan might 
suggest. *'* Taken with а 5 per cent NMP growth rate, 
this performance could have brought about further 
falls in both the investment ratio and the ICOR. 
Plans for 1982 apparently anticipate only a slight 


17 Calculations are based on the mid-point of 2.0-2.6 NMP 
growth and crowns 135-150 billion investment target averages. If 
the upper limit of growth were obtained in both cases, the average 
ICOR in 1981-1985 would be 11.7. 

м* An investment figure of 57 billion marks was released for the 
year 1981. This figure does not appear to be consistent with the 
constant price series used in the annual statistical yearbook. It has 
thus been compared with a figure of 56 billion marks released in 
the plan fulfilment report for 1980, which yields a possible rise of 
1.8 per cent. 
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upturn in investment and further buoyant growth of 
NMP (5.3 per cent). If 1982 targets are achieved the 
results of the first two years of the plan taken 
together would imply the possibility of further 
investment cuts and a reduction of the investment 
ratio and the ICOR to the levels implied by the plan. 


The five-year plan figures for Hungary indicate a 
rise in investment expenditures at current prices to 
levels on average some 8.6 per cent above the 
outcome for 1976-1980. In view of the intention of 
the Hungarian authorities to align domestic prices 
with those on the world market. a price deflator of 4 
per cent annually has been assumed*"’ in order to 
derive estimates in volume terms. These estimates 
imply constant average annual growth of less than 1 
per cent annually over the plan period from the year 
1980. compared with an annual average of about 4.3 
рег cent in 1976-1980. This would bring about a fall 
in the investment ratio to an average of 33.5 per cent 
for 1981-1985 compared with a 37.4 average in the 
previous five-year period. But since the NMP growth 
target. at an average rate of 2.7 per cent annually. is 
rather low compared with the previous period. 
ICORs would rise from 9.0 to about 11.5. During the 
first year of the plan, investment expenditures fell by 
9.0 per cent in volume terms. This substantial decline 
is in line with official statements on the plan which 
foresaw very much slower investment activity, and 
also overall growth performance, during the early 
years of the current quinquennium. The small rise in 
NMP in 1981 did not prevent a substantial 4 
percentage point fall in the investment ratio, but did 
bring about a further rise in ICORs. Plans for 1982 
imply, on the 4 per cent price rise assumption, a 
further 2.5 per cent decline in the absolute level of 
investment. If these plans are fulfilled. a very sharp 
rise in investment expenditures could be expected 
during 1983-1985 (of about 7 per cent annually) if 
the five-year targets were to be fulfilled. °° 


Though no five-year plan targets are available for 
Poland. the results for 1980, and the tentative data on 
plans for 1982, suggest that a similar policy as in 
other countries of the area is being applied, though 
on a considerably bigger scale. For the third year in 
succession, a decline in investment expenditures was 
reported—at 13 per cent. the biggest in any recent 
year. Investments in 1981 thus fell below the level 
achieved in 1972. The decline in NMP growth rates 
renders ICORs meaningless at the present stage, but 
the investment ratio, at 28.7 per cent is now lower 
than in any year of the 1970s. Official statements on 
Ne foresee investment bottoming out at about 1981 
evels. 


In Romania, the five-year plan also calls for a 
much reduced rate of investment growth. At some 
4.4 per cent annually it is still the highest of any 
other country of the region, but less than half the 9.8 
per cent rate achieved on average during 1976-1980. 
The achievement of this target would bring about a 


_ ‘Since the difference between Hungarian and domestic 
investment goods prices and those on the world market are still 
substantial this is probably an underestimate. 

*° This suggests that the price rise assumed for investment over 
1981-1985 in table 3.4.1 and referred to above should probably be 
much greater—perhaps 7-8 per cent annually. 
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big reduction in the investment ratio which, at 40.5 
per cent. was the highest of the area in 1976-1980. 
The five-year plans imply a reduction to 38.4 per 
cent, and a substantial rise in the country’s relatively 
low ICOR from 3.7 in 1976-1980 to 5.4 in 1981- 
1985—still. thanks to relatively high NMP growth 
rates. the lowest in the region except for the German 
Democratic Republic. Following а very sharp 
reversal of the long-term trend in the country, 
investment fell by 0.9 per cent in 1981. This 
compares with a target of 220 billion lei set for that 
year—a 4.5 per cent rise—and a target of 226.3 
billion lei for 1982 has also been announced. 
However. taken together with the substantially 
slower-than-planned output growth for 1981 (ust 
over 2.1 per cent compared with a target of 7.0 per 
cent), performance in 1981 suggests that both these 
plans may need revision—as also perhaps the five- 
year plan objectives. 


The five-year plans for the Sovier Union aim at an 
average annual NMP growth rate of 3.4 per cent 
between 1980 and 1985—or a geometrical average, 
taking into account the growth targets for individual 
years, of some 3.2 per cent over the period. The 
individual year targets given in the five-year plan are 
all lower than both the target and outcome for 1981. 
Investment. on the basis of the five-year plan’s 
individual year objectives, is set to grow at average 
geometrical compound average rates of 1.6 per cent 
annually—compared with 3.9 per cent during 1976- 
1980. This would bring about a fall in the investment 
ratio to 27.5 on average for the whole period, against 
29.3 per cent in 1976-1980. On these assumptions, 
ICORs would rise to 8.6 over the period as a whole 
compared with 6.0 in 1976-1980—but would permit 
a descent to further levels by 1985. Results for the 
year 1981 in fact indicate investment growth for the 
year as provided in the five-year plan, and the annual 
plan for 1982, equally, indicates a fall of the same 
magnitude as provided for in the five-year plan. 
NMP growth 1$ planned to accelerate in 1982, and its 
fulfilment would bring all investment and related 
indicators quoted above into line with the five-year 
plan targets. 


For the region as a whole, little direct information 
was given for the sectoral allocation of investment in 
the five-year plan. Housing targets—which weigh 
heavily in non-material sphere investment—appear to 
be set at levels little higher than in 1976-1980 in most 
countries and there is likely to be some further shift 
in total allocations towards the material sphere. 
Output targets indicate that industry is to maintain 
its priority position in the area as a whole. 


In the Soviet Union, agriculture will maintain its 
share in the total (27 per cent including agriculture- 
related industries). Within industry, fuel and energy 
are accorded varying but high degrees of output 
priority in the countries of the region, together with 
the engineering industry and, despite the fall 
in investment allocations in several countries in recent 
years, the chemical industry. In general—and with 
the exception of the higher priority accorded to the 
fuel and energy sectors, sectoral and branch 
investment allocations cannot be expected to vary 
greatly from their pattern in recent years. 
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The provisions of the five-year plan accord fully 
with the central line of economic policy at the 
present time—that is, the reorientation of the whole 
economy to growth based on increased productivity 
of all factors of production, more economical use of 
current inputs, and a transition to the intensive path 
of economic growth. In the medium term, this will 
not result in any fall in the investment costs of 
increased output as expressed by ICORs—as is fully 
apparent from the relationships laid down in the 
plan between NMP and investment targets. Only in 
the German Democratic Republic, the most highly 
industrialized country of the region, and the country 
where falls in capital productivity have been lowest, 
are ICORs expected to drop during 1981-1985. 
Indeed the rises in ICORs implied for the other 
countries of the region are, if anything, somewhat 
bigger than those which actually took place between 
1976-1980 and 1971-1975. 


The emphasis laid on intensification in the plans of 
all countries is thus a step taken to reverse a situation 
with regard to investment and fixed asset produc- 
tivity which has steadily deteriorated over the last 
decade. Whereas in 1971-1975. capital productivity 
changes inhibited growth in countries other than 
Poland by amounts equivalent to between 14 and 69 
per cent of actual growth, during 1976-1980 these 
effects rose sharply in all countries to levels 
equivalent to between 56 and 143 per cent of actual 
growth since 1975. The effects in the final years of the 
last decade were even bigger in absolute terms as 
well as in relation to actual growth. This means that 
to an increasing extent over the last decade labour 
productivity growth has been increasingly reliant on 
large scale quantitative increases in the level of fixed 


assets to produce a given increment in its level—the 
reverse of the planned move towards a more 
intensive growth path. 


What is clear from the scale of the vast increase in 
the quantity of fixed assets needed to increase labour 
productivity and hence growth is that the short-term 
contribution of changes in the efficiency of the 
investment sector itself can only be relatively minor. 
Annual investment typically is equal. in the first 
place, to the value of some 10 per cent of fixed assets 
per year in industry and the material sphere. While 
the role of investment in the long term as the channel 
for new technology and products is clear, it is equally 
certain that improvement in the efficiency of the 
investment process alone can do little to solve the 
real problem of economic management during the 
present plan period—that is, to ensure that all plant, 
whether new or existing, is used to its maximum 
capacity. The fact that the economic indicators in this 
respect have worsened to the extent they have in 
recent years seems to point to organizational short- 
comings at various levels which have exacerbated the 
relatively recent energy, fuel and raw material supply 
problems. 


The deceleration in investment growth which has 
now been incorporated into the five-year plans will 
unconditionally require enterprise managements to 
use their available capital stock more efficiently, to 
accelerate labour productivity growth and maintain 
economic expansion. Part of the problem which has 
built up over past years may well have been that it 
has been easier for enterprises in most countries of 
the region to rely on massive infusions of investment 
to raise productivity. A serious attempt is now being 
made by the planning authorities to close this option. 


5. CONSUMERS’ INCOMES AND SUPPLIES 


The allocation of resources between different 
categories of consumption (the “consumption 
funds”). their distribution, consumer goods price 
policies and overall trends in supply and demand are 
subjects of continuous attention in east European 
countries and the Soviet Union. In line with the 
principles of centrally planned economies, the 
patterns of consumers’ incomes, consumer price 
formation and total consumption policy ш all 
countries of the region do have specific common 
attributes amongst which three should be especially 
mentioned. 


In the first place. incomes and consumption in the 
countries of the region are not determined by the 
influence of market forces, whatever the actual role 
of the latter in the production and trade of individual 
countries might be. Changes in domestic or interna- 
tional market conditions are tempered either by 
various general measures to adjust income distri- 
bution and consumption. or they are compensated by 
measures directly affecting consumer incomes or 
specific consumption categories _ themselves. 
Secondly. general policy towards the distribution of 
the different consumption funds is influenced by an 
egalitarian component of income distribution. In 
other words. all centrally planned economies take 
care to ensure that differences in the economic and 
social position of different groups remain within a 
socially defined framework. Finally, Ше east 
European countries and the Soviet Union usually 
implement policy in this area via three channels: 
wages and salary funds within enterprises and other 
institutions, designed to stimulate economic 
performance; the formation and distribution of the 
different social consumption funds; and a system of 
price subsidies covering a wide range of items from 
basic foodstuffs such as milk and bread to children’s 
clothing. housing, public utility tariffs and rents. 
Since measures via the three channels mentioned 
may have rather different impacts, no comprehensive 
picture of trends in the consumption sphere can be 
obtained unless incomes and income _ policies. 
consumer price policies and consumer supplies and 
housing are examined. 

Following the general approach which the 
preceding general comments imply and taking into 
account the main outlines of economic policies. this 
secuion will present the relevant developments during 
1976-1980. the main objectives in this area in the 
five-year plans for 1981-1985. events in 1981 and 
plans for 1982. 


The main principle of economic policies in the 
countries of the region 15 to respond to the re- 
quirement to ensure an “ever rising level of satis- 


faction of the material and cultural needs of the 
population”. This is even treated in the countries 
themselves as a basic economic law. According to 
such general requirements and to the more concrete 
targets incorporated in the five-year plans. an 
increased standard of living, on different scales, was 
recorded in the countries of the region during the 
1976-1980 period. Different levels and tempos of 
economic development, as well as different prefer- 
ences in economic policies at the same time, are 
clearly illustrated by some of the specific character- 
istics of the evolution in consumers’ incomes and 
supplies. In some countries, the traditional policy 
towards all aspects of incomes, prices and 
consumption. was continued. while in others certain 
novelties were introduced. Policy objectives for the 
1981-1985 period confirm that the special attention 
paid throughout the region to consumption and in 
particular social consumption is being maintained, in 
line with the different emphasis and specific features 
of development strategy. management and planning 
in individual countries. 


(i) Incomes and incomes policies 


In the 1976-1980 period, increases ш real incomes 
per head of population were reported in all countries 
of eastern Europe and the Soviet Union: in most 
countries of the region, however, the average annual 
rates of growth of real income were somewhat lower 
than planned, ranging from 1.3 per cent in Czecho- 
slovakia to 5.1 per cent in Romania (table 3.5.1). 


Real wages per wage- or salary-earner increased 
more slowly than real per capita incomes—except in 
the German Democratic Republic. Romania and the 
Byelorussian SSR, thus reflecting some differences in 
individual countries’ wage policies, and generally 
high rates of growth of social consumption funds 
which influenced the rise of real incomes. 

In the 1981-1985 plan period, a rise in real income 
per head of population is planned in all countries of 
the region. Average annual growth rates range 
between 1.1-1.4 per cent in Hungary and 3.9-4.2 per 
cent in the German Democratic Republic. A planned 
slight slowdown in rates of growth (in comparison 
with performance in the previous five-year period) is 
expected in most contries of the region, following 
overall economic expansion trends. 


In 1981. the highest increase in the real per capita 


income of population was registered in the German 
Democratic Republic and in the Soviet Union (4 and 
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TABLE 3.5.1 


Real income and real wages 
(Average annual percentage change) 
Ee ee ee 


Real income 
per head of 
population 


Period 


Real wages 
per wage- or 
salary-earner 


Real‘income 
per head of 
population 


Real wages 
per wage- or 
salary-earner 


Bulgari j 
Plan 1976-1980 3 a Bole 62—10 А 3.4—4.1 
1976—1980 2.6 0.5 5.1 в 
р, 2.9 1.5 3.3 3.9 
ee eat oo 3. ~0.3 24 3.0 
Plan 1981 3.1 р 3.4 
1981 3.0 22 1.0 
Plan 1982. 3.0 2.1 1.5 
Plan 1981-1985 2.8 3.6 2.9 

Czechoslovakia Soviet Union 
Plan 1976-1980 3.9 30 
1976-1980 1.5) 0.7 ang 3.0 
1979 —0.1 —0.6 3.0 8 
1980) = 0.0 1.0 3.5 3.4 
Plan 1981 Ss a 2.9 1.8 
1981 . 1.6* 0.6% 3.3 2.1 
Ра 982120. 2.1 2.6 
Plan 1981-1985 3.1 2.8 
German Democratic Republic Byelorussian SSR 
р 

Plan 1976-1980 39—42 ate 4.0 4.1 
1976—1980 4.3 4.4 3.6 Эл 
1979 3.4 4.8 4.0 2.1 
1980 . . 3. Sa 2.8 3.8 
Plan 1981 ae 322 Da) 
TOS eee 4.0 3.2 2.0 
РО Нее wa 2.9 be 
Рав 1985" 2 8 3.9—4.2 Bel DA) 

Hungary Ukrainian SSR 

h 

Plan 1976-1980 les 27—30 3.5 2.8 
1976—1980 1.6 0.7 Bid 3.0 
1979 0.1 S57) 2.2 Dk) 
1980575 = ==! = 2.4 3.6 
Plan 1981 и me Ne 2.9 fel 
TOS Re ete ес ах De) р 3.0 2.0 
Plan 1982. . 0.0-0.5 3.0 a 
Plan 1981-1985 ДЕ Sry, 23 

Poland 
Plan 1976-1980 a 3053.4 
1976-1980 Pe: 2.0 
1979 2.4 pale 
1980.7. . 0.6 9 
Plan 1981 a Be 
198] 3.0 0.7 


Sources: National statistics, plans and plan-fulfilment reports. 


“Money income in real terms. 


average nominal wages 


3.3 per cent respectively). Other countries of the 
region experienced a rise of between 1.6 per cent (in 
Czechoslovakia) and 3.0 per cent (in Bulgaria). Plans 
for 1982 generally maintain the previous year’s rates 
of growth. 
Money incomes in 1976-1980 increased at a high 
rate throughout the region. at rates ranging from an 


annual average of 3.9 per cent in the German 
Democratic Republic to 11.4 per cent in Poland 
(table 3.5.2). Throughout the region. money incomes 
from agriculture increased faster than wages and 
wage-like incomes. except in Czechoslovakia and the 
Soviet Union. In the latter country average monthly 
remuneration of collective farmers (from collective 


TABLE 3.5.2 


Money incomes 
(Average annual percentage change) 


re 
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Pensions and social benefits 


Total Wave and Income =. 
тоне wage-like from 
Country and period income income agriculture Total Pensions 
Bulgaria 
1976-1980 ук 9.0 9.2 10.9 
1979 6.3 3.6 6.7 7.9 
1980 12.1 6.3 25.7 21.0 
ое. at He, 
2130952 10.1 11.9 
Plan 1981-1985. 3.2 
Czechoslovakia 
1976-1980 4.1 4.0 1.6 5.7 6.2 
1979 3.6 3.4 1.8 Shu 533 
1980 4.0 3.3 5.5 8.1 И? 
Вы > 2.8 2.8 1.9 
Plan 1982. 2.6 2.0 3.0 
German Democratic Republic 
1976-1980 3.9 4.3 4.9 
1979 9:3 3:5 0.4 
1980 3.5 В. 10.5 
19S аа в 
Plan 1982. . . 4.0 
Plan 1981-1985. Sm 
Hungary 
1976-1980 8.2 7.0 10.9 12.1 13.0 
1979 8.7 6.3 6.7 18.6 21.8 
1980 8.4 6.5 729% 14.0 15.8 
У тж 8.0 6.0 1220 120% 9.0 
Plan 1982. 6.0 
Poland а 
1976-1980 11.4 9.8 11.9 16.5 19.7 
1979 9.9 9.1 TES: 19.3 20.8 
1980 11.5 12.9 7.0 15.7 17.1 
1981 27.0 25.9 64.0 19.6 
Romania 
1976-1980 ен fs 5.4 6.1 355 
CES Ese ete о О Si a 5.8 Bec 25 
1980 о ee Sar oats Аи и ne ой BY. 1.5 
Plan 1981. о $ 1.9 
ГО eC oa oa at 6.3 ae DS 3.4 
Plan3 98) een meee att ol ae Ee ao 3.2 1.9 
Plan 1981-1985. 3.4 2.0 
Soviet Union b 
1976-1980 2 = ae 4.9 5.0 Зо о 6.6 
о" i Sy A GEE, | 4.0 4.0 1.6 PAS] 5.9 
LOS OM hog haa ee eo Re In 5:2 Sy |5 Н.Э 7.8 
etc, en м. ae ie 
212019822 аа о мые be 3.2 Е 
Plan 1981-1985. Ri) 


Sources: As tor table 3.5.1. 
“Non-socialized sector only, 1976—1979. 


’ Collective farmers only, 


farming) increased by 26 per cent in the 1976-1980 
period. The 1981-1985 plan envisages a 20 per cent 
rise in the wages of collective farmers from the public 
sector of collective farms during the period (4 per 
cent in 1981). Taking into account the incomes Гот ~ 
private auxiliary farming. this will bring their total 
remuneration closer to the incomes of workers in 


state agricultural enterprises and of factory and office 
employees. **! 


32" The level of real income per collective farm family member 
in relation to those of factory and office employees rose from 75 
рег cent т 1965 to 89 per cent in 1980. 


ne ee es ее 9S? ibe Зи 
In 1981, in most countries of the region where datz 
are available, there was a trend towards slower 
growth of total money incomes in comparison with 
the previous year. The highest rate of growth of 
money (nominal) incomes in the region in 1981 were 
registered in Poland in 1981—by 27 per cent over the 
previous year. As a result of sharp increases in pro- 
curement prices, incomes from agriculture increased 
by 64 per cent. But the fall in net material product 
and the considerable growth in wages, social benefits 
and other monetary incomes of the population led to 
an intensification of inflationary phenomena so that 
high growth of nominal money incomes can hardly 
be viewed as evidence of increasing real incomes. 


Moderate increases in average monthly wages and 
salaries in 1976-1980 were registered in Czechoslo- 
vakia, the Soviet Union and the German Democratic 
Republic (a range 2.8-3.0 per cent). The highest 
growth rates of wages were recorded in Poland (8 per 
cent) and Hungary (6.2 per cent) (see text table 
below). 


In Bulgaria in the 1976-1980 period, the average 
annual increase of monthly nominal wages was 4.5 
per cent. The highest rise in wages (10.7 per cent) 
occurred in 1980. as а result of compensation 
measures following changes in retail prices at the end 
of 1979. Meanwhile for the 1981-1985 period, the 
increase is planned at the comparatively low rate of 
2.2 per cent annually. At the same time, it is planned 
to increase minimum monthly salaries from 100 to 
120 leva. 


In Czechoslovakia in 1980 the average monthly 
wage of workers in the social sector of the national 
economy (excluding co-operative farms) increased by 
15 per cent over 1975. The comparable net remuner- 
ation of collective farmers increased by 16 per cent 
and reached roughly the income level of other 
workers in the national economy. 


Standard-of-living policies in the 1981-1985 plan 
period will be based on results achieved in raising 
efficiency and productivity. More stress will be 
placed on remuneration according to quantity and 
quality of work, and measures are planned to ensure 
an adequate living standard of persons who are not 
employed for health or other reasons. Wages are to 


Consumers’ incomes and supplies 


265 


be more closely related to productivity. the technical 
standard and quality of products. and to the foreign 
trade results of enterprises. It is planned also to grant 
enterprises which achieve savings in the labour force 
the possibility to raise individual wages. 


In the German Democratic Republic the average 
annual rate of growth of nominal wages was a 
moderate 3.0 per cent during 1976-1980. It is 
envisaged that | million will be reorganized by 1985, 
and that inadequate working conditions for more 
than 300.000 employees will be improved. Following 
the policy of raising remuneration in the services 
sector. the wages of 265.000 persons employed in the 
health and social services were increased шт 
December 1981. as were those of 36.000 persons in 
housing management and private handicrafts. 


In Hungary, the average annual rate of growth of 
monthly nominal wages and salaries in 1976-1980 
was relatively high (6.2 per cent). The average 
monthly wage of workers and employees, including 
allowances to compensate price rises, rose to more 
than 4.400 forints in 1980. i.e. 43 per cent more than 
in 1975, but real wages were only 3 per cent higher. 
Miners received the highest wages, averaging nearly 
6.000 forints monthly. The lowest wages were earned 
by persons in the catering industry. In the 1981-1985 
plan period. wages should rise in line with increased 
labour productivity. 


In Poland, average wages in the state sector 
recorded а 47 per cent increase in the years 1976- 
1980, the index being 60 per cent above 1970 (the 
highest rise in the region). At the end of 1980, 
average monthly wages were 13.5 per cent higher 
than in December 1979. In 1981, the average 
monthly wage increased by 25.2 per cent in 
comparison with the previous year. 


In Romania in 1976-1980, wages and wage-type 
incomes increased by 30 per cent as against the 
planned 21 per cent. Wages in the material 
production sphere increased by 27.8-34.3 per cent; 
the increases were largest in the extractive, metallur- 
gical, building, chemicals and engineering industries. 
The minimum wage rose from 1,114 lei in 1975 to 
1.425 lei in 1980, and the ratio of 1:5.5 for minimum 
to maximum remuneration was maintened. During 


Average monthly nominal wages and salaries 


Average 


dnnual percentage change 


wages 
and monthh 
salaries“ 1976- 
1980 


Country 1980 


Plan 
198] — 
1985 


Plan 
1982 


Plan 


1980 198] 198] 


Bulgaria 5 182.5 4.5 
Czechoslovakia . 2 642 2.8 
German Democratic 

Republic 1030 3.0 
Hungary 4098 6.2 
Poland . 5 789 8.0 
Romania . 2 238 4.3 
Soviet Union. О 


ОБ 10.7 is 5 2 
2.5 2.4 1.8 2.0 

3.0 2.4 о on 

D1 Sed.) Sesh э.0 6.0 

8.8 13.5 as 25:2 ae 
4.8 4.6 0.8 oe ek: EY) 
2.1 3.4 1.8 2.1 2.6 2.9 


EE aEnEEEaE ane 


Sources: As for table 3.5.1. 


“In national currency units. 


р Earnings plus payment and benefits from social funds totalled 233.8 roubles per month (2 


<. 


38 roubles рег month in 1981). 
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the five-year period, a new system of participation by 
employees in the profits of enterprises was intro- 
duced. 


In the current five-year period, net average 
monthly wages and salaries are planned to rise by 
15.5 per cent and minimum remuneration will 
increase to 1,630 lei in 1985 or by 14.4 per cent. 


In the Soviet Union, average wages and salaries 
during the 1976-1980 five-year plan period rose by 
more than 15 per cent, with those for the average 
white- and blue-collar wage-earner rising from 146 to 
almost 170 roubles per month. New financial condi- 
tions were introduced for those in non-productive 
industry. Thus, some 31 million persons received pay 
increases of 18 per cent, while those “directly serving 
the population”—that is, nurses, teachers and 
others— received increases amounting to 23—29 per 
cent. There were pay rises also for individual 
categories of workers in key industries such as ferrous 
and non-ferrous metallurgy, coal, _ textiles, 
construction, agriculture and the railways. 


According to the 1981-1985 plan, the monthly 
wages of workers and office employees is expected to 
rise on average by 14.5 per cent—to 193.4 roubles per 
month at the end of the five-year period in 
comparison with 172.5 roubles in 1981 and 177 
roubles planned in 1982. 


In the field of wage and salary policy, the aim is to 
ensure a closer relationship between the size of 
wages, salaries and bonuses and the end-results of 
work of collectives and of individuals. **? The new 
system of determining wages will combine individual 
and social interests, and ensure that wages are 
increased in line with increased productivity. At 
present, about 50 per cent of workers belong to the 
brigade organization through which this system will 
be implemented. 


A gradual increase of the minimum wage is 
planned (to 80 roubles per month in 1985) as well as 
in wages for workers and office employees. Priority 
will be accorded to those employed in the material 
sphere branches of the national economy. Some 
other centralized measures will be put into operation: 
regional increments in the wages and salaries of 
certain categories of factory and office workers in the 
Urals and in some areas of Kazakhstan where these 
supplements do not already exist; long-service incre- 
ments in salaries of workers in the southern parts of 
the far eastern region and eastern Siberia; and 
further increases in supplementary pay for night 
work in some industries. 


With the aim of attracting—and retaining— 
qualified cadres and of increasing wages as an 


*? In 1981, an incentive fund for consumer co-operatives for 
1981-1985 to reward higher production and procurement of 
livestock products from private auxiliary farming was established. 
The incentive fund will amount to | per cent of State procure- 
ments of agricultural products from private auxiliary farming 
activities. Ninety per cent of the fund will be used for providing 
incentives to achieve good sales performance in auxiliary farming, 
including sales of livestock products to consumers’ co-operatives; 
10 per cent of the fund will be used to provide incentives to 
employees of consumers’ co-operatives to ensure increases in the 
precurement of livestock products from private auxiliary farming 
activities. 


incentive to greater efficiency of production and 
work quality, it has been decided to raise wage rates 
in the coal and shale industry, and in coal-mine 
construction during 1982 and 1983. Underground 
workers’ wages will be increased by an average of 27 
per cent, and those of workers employed in open-cast 
mining operations by 23-24 per cent. The wages of 
workers employed in other operations will rise by 
18-20 per cent. Wage differentials dependent on 
specific working conditions will be increased. The 
salaries of management, engineering and technical 
staff will also be raised, and a 30-hour working week 
for miners is already in operation. 


(ii) Social consumption 


(a) Social expenditure policies 


The share of the social consumption funds in total 
incomes increased in 1976-1980 in all countries of 
the region; in 1980 they ranged from 21.4 per cent in 
Poland to 39.4 per cent in the Soviet Union (table 
3.5.3). The largest portion of the fund (35-60 per 
cent) is channelled into pensions and social benefits. 
The share of education and cultural activities 1s 
usually about 20-30 per cent of the total, the share of 
expenditure on health services is about 15-25 per 
cent. The share of State housing expenditures 
varies—from less than 1 per cent in Bulgaria to more 
than 11 per cent in the German Democratic 
Republic. Generally, a decelerating trend in rates of 
growth of social consumption funds may be noted in 
most countries of the region (see text table below), 
resulting mainly from similar trends in the growth of 
net material product. 


Social consumption funds 
(Average annual percentage change) 


Plan Plan 
1971-1975 1976-1980 1976-1980 1981-1985 
Bula alee о 6.2 9.2 sh 
Czechoslovakia . . . #5 ae 5.0 
German Democratic 
INSU a ve ok He 5:8 yh) 4.7 
Hungary . 8.7 - 5.2 - 
Poland jie РАНО _ 14.1 
Romania. и 9.0 8.5 7.4 № 
ао о. Fe 5.4 5.3 4.2 


Sources: As Гог table 3.5.1. 


_ In Bulgaria social consumption funds per capita 
increased from 429 leva in 1975 to 617 leva in 1980 
(47 per cent). At the same time, it was admitted that 
during that period the country’s potentialities had 
been overestimated in certain respects and that it was 
necessary to establish a balanced relationship 
between social labour productivity, national income 
and the social consumption funds. During the period 
1981-1985 social consumption funds are planned to 
increase by some 9 billion leva (17 per cent)—at 
lower rates than in the past but roughly in 
accordance with the growth of national income (3.2 
per cent annually). Moreover, it has been stressed 
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TABLE 3.5.3 


Social consumption fund 
(Share in total incomes of population and percentage structure) 


A ee 


Social 
CONSUMPTION 
funds to total 
mcomes of 
, population 
Country and period 


Siructure af social consumption fund 


Education 


Pensions and and 


u (percentages) social benefits culture Health Other? 
Bulgaria 
1970 28.7 46.1 22.0 13.4 18.5 
1975 30.8 44.1 22.6 14.4 18.9 
1980 32.2 47.2 223 15.1 15.4 
Czechoslovakia 
О ae see ree = 51.9 20.1 15.0 13.0 
1975 36.6 48.3 20.9 15.2 15.6 
1980 38.4 48.8 21.0 14.6 
German Democratic 
Republic 
1970 29.3 41.5 24.3 55 18.9 
1975 32.9 38.7 24.7 15.8 20.8 
1980 33.4 37.1 Те 17.9 23.3 
Hungary 
1970 22.6 48.9 23.9 16.7 10.5 
1975 27.2 56.0 23 14.6 8.1 
1980 32.0 58.0 20.0 14.0 8.0 
Poland 
1970 19.0 40.8 28.0 25 5.9 
1975 18.9 39.8 27.0 26.9 6.3 
1980 21.4 44.9 ay 
Soviet Union 
1970 37.2 34.9 DiS 15.6 20.2 
1975 38.7 B73 27.9 14.3 20.5 
1980 39.4 37.8 27.0 14.7 20.5 


Sources: As for table 3.5.1 and СМЕА Statistical Yearbook 1981 рр. 47-48. 


“Including student grants. 
р Including tree housing maintenance expenditures. 


that the economic and social effectiveness of the utili- 
zation of social consumption funds should be 
improved. 

In Czechoslovakia the provision of free services 
and social security benefits from Ше social 
consumption funds amounted on average to 8,950 
crowns per head in 1980, or 23 per cent more than in 
1975. In 1980, total social security benefits were 32 
per cent greater than in 1975. Policy for 1981-1985 
will accentuate a higher degree of dependence of 
social consumption on _ overall economic 
performance; it has also been planned to slow down 
the previous fast growth rate of social consumption. 
In 1982 the incomes deriving от social 
consumption funds are expected to increase by 3 per 
cent. 

In the German Democratic Republic total social 
expenditures in 1980 increased by 42 per cent over 
1975. In 1981-1985. State social funds are to be 
increased by 26 per cent in comparison with the 
1976-1980 averages and will be used to guarantee 
stable consumer prices, to maintain low rents, to 
supply basic needs, to lower public utility tariffs, and 
to satisfy the growing needs in the health, social and 


cultural fields. Social resources for housing and for 
maintaining low rents will alone increase by about 
50 per cent. Social payments from State funds in 
1985 will increase in aggregate by 18 per cent per 
month for a family of four persons in comparison 
with 1980. In addition, the resources of the cultural 
and social funds of enterprises and institutions will 
be increased, in line with the development of produc- 
tivity, by 20-25 per cent. Thus, it is planned that the 
population will receive about 40-42 per cent of its 
real income from the social funds of State enterprises 
and social organizations. In 1981, social consumption 
funds increased by 10 per cent over 1980. 

In Hungary social consumption funds in 1976- 
1980 increased annually on average by 5.2 per cent. 
Social benefits tended to increase by some 50 per 
cent faster than labour remuneration throughout the 
1970s. In 1981-1985, as a consequence of a slowdown 
in NMP growth, the maintenance of living standards 
is considered a primary goal of economic policy. 
State disbursements on housing, health services, 
cultural activities, social welfare, passenger transport, 
public services and retail trade should therefore 
remain at the level of the past ten years. 
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In Romania, social consumption funds were 
increased to 82.2 billion lei in 1980, 43.2 per cent 
above their 1975 level. Annual social and cultural 
State budget expenditures per head rose at the same 
time to 3,197 lei in 1980—33 per cent above their 
Ее 


In the бомег Union expenditure Нот social 
consumption funds in 1976-1980 increased by 34 per 
cent in comparison with the previous quinquennium 
and by 4.2 per cent in 1981.*** In 1981-1985 social 
consumption funds will rise by 23 per cent, and in 
1985 will amount to 144 billion roubles—or, approxi- 
mately, to an average of 2,000 roubles per family of 
four persons. This compares with 1.750 roubles at the 
end of 1980.°*5 The amount of benefits and payments 
allocated to social-demographic problems will be 
intensified; and the effectiveness of use of resources 
channelled into social consumption funds—including 
those from associations, enterprises, organizations 
and collective farms—is planned to be improved. In 
the Ukrainian SSR in 1985, payments from social 
consumption funds will be increased by 24 per cent, 
in comparison with 1980. 


(b) Pensions and social welfare payments 


In most countries of the region in 1976-1980 
money expenditures on pensions were increased at 
average annual rates of between 3.5 to 20 per cent 
(table 3.5.2). In most countries, they were higher than 
rates of growth of total expenditures оп social 
benefits. Important improvements in pension and 
health schemes are planned for the 1981-1985 
period. 


In Bulgaria in 1976-1980 the rate of growth of 
pensions was relatively high (about 11 per cent) and 
the highest in the region in 1980 (21 per cent). In 
1981-1985 compensation payments for temporary 
incapacity to work are to be increased; the lowest 
pension will be equivalent to one half of the 
minimum wage. As from 1982, old-age pensions of 
co-operative farmers will, following amendment of 
the law on pensions, be increased to 50 leva a month 
for persons over 70 years of age. In addition, 10 per 
cent will be added to the annual personal insurance 
payments made by farmers. Monthly payment of 
personal disability pensions resulting from job- 
related accidents, or due to illness, are to be 
increased by 30-38 per cent. It is estimated that these 
measures will benefit about 400,000 persons. There 
are about 2 million pensioners in Bulgaria, more 
than one fifth of the population. 


In Czechoslovakia during the 1976-1980 period, 
average old-age pensions were increased by 24.3 per 
cent and reached 1.185 crowns. In the period 1981- 
1985 the number of places available to old-age 


* Scinteia, 1980, Мо. 11931 and 1981, No. 12039. 


**In 1980 the State spent an average 200 roubles a year for 
each schoolchild, 700 roubles a year for each student in secondary 
education, and over 1,000 roubles for each student receiving 
higher education. Annual State expenditure on créches amounts to 
more than 460 roubles per child and on kindergartens about 400 
roubles per child. The State spends more than 10 roubles daily on 
each person in hospital. 


** As a result, the living conditions of 4.5 million families with 
children and of 14 million pensioners will be improved. 


pensioners and invalids in social care homes set up 
by National Committees will be increased by at least 
7.000. It is planned to improve the organization and 
management system of the health service. For the 
purpose of improving the utilization of material and 
technical facilities and personnel. the network of 
public health establishments is to be reorganized, 
and the number of beds in public health and spa 
establishments is to be increased by about 8.000 over 
1980. 


In the German Democratic Republic during the 
1976-1980 period. pensions were increased by 27 per 
cent: more funds were allotted to medical and social 
care than in any other five-year period. The number 
of doctors in 1980 increased by 7 per cent. and the 
number of dentists by about 12 per cent, compared 
with 1975. Whilst in 1970 only 2,200 jobs existed for 
handicapped people, during the 1970s more than 
30.000 new ones were created. 


During the year 1981 to 1985, in order to improve 
living and housing conditions for retired workers, 
18.500 new places will be created in old people’s 
homes and 18.000-20.000 in apartment blocks. Some 
21.000 new medical and dental treatment centres are 
to be created. primarily in existing polyclinics and 
medical establishments. 


In Hungary, social benefits in real terms increased 
by 29 per cent in 1976-1980. The average payment 
per pensioner increased to 2,267 forints in 1980—by 
78 per cent more than in 1975. The average pension 
amounted to 41 per cent of average wages in 1975 
and to 52 per cent in 1980. It is envisaged that the 
real value of the basic social allowance will be 
maintained during 1981-1985. The proportion of 
pensions paid in cash, and also family allowances 
where three or more children are concerned, are to 
be raised by 15-16 per cent. This will increase the 
real value of the lowest pensions. Social allowances 
in kind, however, are expected to increase faster in 
general than total income. Ву 1985. the average 
pension will be equal to 60 per cent of average 
income. In January 1982, following price rises for 
meat and meat products, a 70-100 forints a month 
pension supplement was introduced in addition to 
the minimum annual increase in pensions. 


In Poland in 1980, the average pension amounted 
to 46 per cent of the average wage, as compared with 
48 per cent in 1979. Increases in the lowest old-age 
and other pension levels were implemented from 1 
November 1981: the average increase amounted to 
530 zlotys per month—for private sector farmers—to 
346 zlotys per month. A total of 2.9 million people 
have qualified for increases under these arrange- 
ments, and 17.1 billion zlotys have been allocated 
annually for this purpose. In addition, compensation 
totalling 3.6 billion zlotys was paid to all old-age and 
other pensioners for increases in the prices of bread 
and grain products from September to November 
1981. and beginning in December 1981, monthly 
adjustments have also been paid. 


In Romania in 1976-1980, as a result of the two 
phase augmentation of social insurance pensions— 
between 8 and 40 per cent—the average nominal 
State social insurance pension has increased by 21.1 
per cent over the quinquennium, with bigger incre- 
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ments granted to retired persons on low pensions. 
Starting оп | January 1979. an extra increase in the 
pensions of severely crippled persons and those 
crippled in war was granted. The pensions of more 
than 1.2 million co-operative peasants have been 
raised by more than 20 per cent. 


In the Soviet Union in 1980 the total amount of 
pension payments was increased by 35 per cent over 
1975. As from November 1981. it was decided to 
газе minimum old-age pensions for industrial 
workers and office employees to 50 roubles a month 
and to increase minimum invalid pensions and those 
granted to survivors for the loss of a breadwinner. 
The proposal of the Union Collective Farm Council 
to increase minimum old-age pensions for members 
of collective farms to 40 roubles per month, whilst at 
the same time raising minimum invalid pensions and 
those granted for the loss of a breadwinner has been 
agreed for implementation during the 1981-1985 
plan period. Pensions for all workers who started to 
receive pensions more than ten years ago will be 
increased. New measures are being implemented 
aimed at further improvements in the living condi- 
tions of veterans of the Second World War; and it 
has been decided to extend the network of residential 
homes for the aged and for invalids, and at the same 
time raise the levels of amenities and social and 
domestic services in these homes. Standard expenses 
for catering. medicines and other needs of residential 
homes for the aged and for invalids will be increased 
in the 1981-1985 plan period by an average 20-25 
per cent. New measures will be introduced to 
increase Opportunities for pensioners’ participation 
in employment, including part-time work and work 
at home. It is estimated that in 1981-1985. the larger 
State allowances increasing pensions and benefiting 
families with children will increase the incomes of 
approximately 50 million persons. Within the five 
years in question, an additional sum of nearly 6 
billion roubles will be allocated to improve social 
security. 

In 1980 as compared with 1970, the total number 
of doctors per 10.000 urban dwellers was increased 
by 27 per cent and the number of hospital beds by 7 
per cent (in the countryside. the respective figures 
were 45 and 25 per cent). 


In 1981-1985. more attention will be paid to the 
development of the public health system. It 1s 
planned to increase the total number of hospital beds 
by 9.2 per cent and to increase the output of 
medicines and pharmaceuticals by approximately 40 
per cent. Priority is currently given to improving the 
quality of medical services. In this connection. т 
September 1981 a special decision was adopted on 
the further overall development of physical culture 
and sport. 


(c) Family and education allowances 

Improvements in family allowances and education 
schemes remain an important рай of. the 
development of social programmes in all countries of 
the region. 

In Czechoslovakia. during 1976-1980, expenditure 
earmarked for the expansion of educational facilities. 
including investments. increased by 24 per cent as 
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compared with the previous five-year plan period, 
and of cultural activities by 27 per cent; the value of 
fixed assets in these sectors rose by 32 per cent. The 
number of places in créches rose by 30 per cent as 
compared with 1975. Assistance to families with 
children is to be continued during the 1981-1985 
plan period and further increased in parallel with 
economic prospects and possibilities. Efforts will be 
made to place about 22 per cent of children up to the 
age of three under various forms of nursery care, and 
to care for 88 to 90 per cent of three-to-five-year-olds 
in nursery schools. The number of children taking 
meals in school canteens is to be increased to about 
2.5 million. 


In the German Democratic Republic, from 
December 1981, children’s allowances for third and 
further children were increased to 100 marks per 
month (some 10 per cent of average wages). The 
State will, in future, set aside 250 billion marks for 
this purpose. A family of four receives an average of 
860 marks per month (some 80 per cent of average 
wages) in the form of services and subsidies from the 
State. Official work hours since 1977 for some 
450.000 full-time working mothers with two children 
have been reduced to 40, with no consequent wage 
reduction. New leave regulations introduced in 1979 
brought further advantages for working mothers. 
During the years 1981-1985, the rise in the birth-rate 
necessitated the creation of 50,000—60,000 new places 
in créeches for very young children and some 120,000 
new kindergarten places. The polytechnical character 
of secondary school education is to be further accen- 
tuated. 


In Hungary, family allowances were doubled in the 
period 1976-1980. The increase was mainly the result 
of allowances paid to compensate for consumer price 
rises in 1976-1979. as well as of increases in family 
allowances for families with more than three children 
with effect from 1 July 1980. 


Some 87.6 per cent of children aged three to five 
were admitted to kindergarten schools, as against 
75.5 per cent in 1975. In the 1981-1985 period. 
kindergarten school education will be further 
developed and 30.000-35.000 new places created: by 
the end of the five-year plan period, needs in this 
respect should be almost fully met. For primary 
school education and development of health services, 
40-50 per cent larger amounts are planned to be set 
aside than during the previous five-year period. 

In Poland, new maternity allowances came into 
force on | July 1981. The allowances are paid over a 
period of 18 months, starting at the last month of the 
statutory maternity leave. In the case of one-parent 
families or multiple births, the period of the 
allowance is extended to 36 months. The amount of 
an allowance depends on income рег family 
member, and is related to minimum wages, fixed at 
the level of 2.400 zlotys. 


In Romania. the State allowance for children has 
been increased by an average of 25.5 per cent over 
the 1976-1980 period. 

In the Sovier Union, more than 9 billion roubles 
will be allotted for increasing family allowances in 
1981-1985. In accordance with new measures 
adopted in April 1981 and implemented in 
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September 1981. a system will gradually be intro- 
duced, by region (starting in 1981 and continuing 
through 1983). whereby paid leave (35-50 roubles 
per month) will be granted to working mothers who 
have a minimum work record of one year and also to 
women studying with authorized absence from work 
to look after children until the latter reach the age of 
one year. 


In the next ten years. extensive development of the 
network of créches and kindergartens, schools. 
extended day-groups and other children’s establish- 
ments is planned. Furthermore, it has proved 
necessary to continue to follow a policy of reduced 
State retail prices for children’s goods. 


The number of pupils in day-care groups and 
schools will be increased by 27.5 per cent during the 
current five-year period. Children’s pre-schools 
establishments financed from the State budget and 
with places for 29 million children will come into 
operation, which means an increase in places of 22.6 
per cent over a five-year period. In addition, dietary 
and other services in the establishments will be 
improved; and the issue of free text-books to pupils 
at general-education level schools will be completed. 


(iii) Consumer prices and price policies 


In most countries of the region, consumer price 
increases in the 1976-1980 period were greater than 
in the previous five-year plan period. In the German 
Democratic Republic and the Soviet Union, 
however, the consumer price indices remained 
practically unchanged (table 3.5.4). A relatively small 
price increase was recorded in Romania and 
Czechoslovakia (about 7 and 11| per cent, respec- 
tively) over the five-year period. The greatest 
consumer price increases in the region were 
experienced in Poland, Hungary and Bulgaria: in all 
these countries, food prices rose faster than those for 
industrial consumer goods and services. But other 
countries have experienced slightly greater price 
increases in non-food goods than in foodstuffs. State 
subsidies in most countries of the region were 
effectively used to maintain consumer-price stability 
or to keep price rises under control. In all countries 
of the region, average annual rates of growth in 
consumer price indices were lower than the growth 
rates of money incomes of the population. 


In Bulgaria a marked rise of 13.9 per cent in the 
consumer price index was registered in 1980 
following considerable consumer price increases at 
the end of 1979 (a 21.7 per cent increase:in 1976— 
1980). In 1981. subsidies paid to farmers from the 
State budget for a wide range of agricultural 
products were estimated at 400 million leva. 


In Czechoslovakia, the retail price index in 1980 
was 10.9 per cent higher than in 1975. owing to 
increases in the price of materials, food and energy 
supplies on international markets, and increased 
fuels and energy costs. Prices of basic food items 
(other than potatoes). however. remained 
unchanged. In the years 1981 to 1985, despite certain 
adjustments of retail prices. it is planned to follow a 
policy of price stability for the most essential goods. 


TABLE 3.5.4 


Consumer price index 
(Average annual percentage change) 
re 


Country and year Total Food Non-food Services 
Bulgaria 
O76 1980 Ве 4.0 6.2 2.4 
197 9SRRL eo ee 4.6 6.2 23) 
1980 13.9 24.7 6.6 
Czechoslovakia 
ПО aye es Dal (2 2.8 2.6 
[O79 tree ek, al oe 3.9 1.4 5.3 5.3 
Тот Tee ee 2.9 0.2 4.4 6.5 
LOSES OM, PL Rae ee 0.8 
German Democratic 
Republic 
1976-1980 ae 0.1 - 0.3 - 
О ee eee 0.2 - 05 — 
О et ek 0.5 _ 3 - 
1981 Os _ O28 — 
Hungary 
[976-1980 = .. 2 = 6.3 8.5 5.4 4.0 
OT a Te © eee 8.9 11.6 php, 3.4 
[SSO ORR Oe ЗЕЕ 9.1 13.4 8.5 7.0 
LOS ile. a 4.6 
Han AGS 2. SG Oe 5.0 
Poland a 
MSSM SS oe 6.6 7.9 6.3 Sol 
Пе alee 7.0 7.4 5.9 6.9 
ОВ м ее В 8.7 12.8 7.8 6.6 
1981 23.0 18.0 15.0 
Котата 
ТОО о. 1.4 1.0 x 1.6 
ОО See 1.6 
О get eae Pd os 2.0 0.8 = 1.5 
Е АТ Pips 1.8 a 1.4 
А ae № Sal 
Soviet Union 
1976—1980... я 0.4 1.0 
1979 : les - 1.8 
1980 1.0 1.0 0 
Ukrainian SSR 
1976 обе: 0.7 0.4 1.0 
ОО с Аи 0.7 0.6 1.6 
ОЗ sa ое 1.0 0.9 2.0 


Sources: As for table 3.5.1. 
“Excluding alcoholic beverages. 


Price formation remains under the strict control of 
the State; it is closely connected with wages and 
social policy. 


In the German Democratic Republic, a stable retail 
price policy for basic goods (which account for more 
than four fifths of total commodities available) was 
сопипиеа in 1976-1980, supported by subsidies. In 
1981. State subsidies for basic foodstuffs, rents and 
public transport were planned to amount to 19.8 
billion marks—20 per cent more than in 1980. About 
one third of housing costs was borne by the State. 


In Hungary, prices of meat were increased in 1976; 
of coffee. confectionery and spirits in 1978: of petrol, . 
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tobacco, beer. newspapers. foodstuffs. heating and 
household energy supplies. furniture. motorcars and 
certain construction materials in 1979. The consumer 
price level was about 36 per cent higher in 1980 than 
in 1975. Further price increases for a variety of 
consumer goods as well as services became effective 
in January and February 1981: these price rises 
accounted for 1.3 percentage points of the 4-5 per 
cent consumer price rise which had been projected 
for 1981. The increases ranged from 6 per cent for 
poultry to 13 per cent for beef and pork, whilst prices 
for lard and fat bacon remained unchanged. The 
price changes did not subtantially alter the 
relationship between the purchasing power of 
different social groups. **° 


In the 1981-1985 plan period the aim of price 
policies is to balance supply and demand. But 
subsidies for essential products still play an 
important role in supporting real incomes: during 
1979—1980. the subsidy for meat and meat products 
was increased by 2 billion forints to 5.5 billion 
forints. with a 39 per cent subsidy for pork, 50 per 
cent for beef. 35 per cent for poultry, and 34 per cent 
for sausages and other meat products. Services are 
now more highly subsidized than food. In 1981 it was 
planned to spend 22.3 billion forints on subsidizing 
services, and to allocate 15 billion forints to long- 
distance and urban passenger transport. 


In Poland, the consumer price level increased by 
about 38 per cent in the 1976-1980 plan period. 
whilst food prices (excluding alcoholic beverages) 
rose by 46 per cent and those for non-food goods by 
36 per cent. In 1981. there was an increase in the cost 
of living exceeding 25 per cent in the socialized 
sector. The cost of foodstuffs rose by 23 per cent and 
of industrial consumer goods by 18 per cent. Prices of 
services increased by 15 per cent. In accordance with 
the Government decision of 30 November 1981. 
prices of a considerable number of consumer goods 
began to be established independently by producers 
and trade enterprises from | January 1982. At the 
same time. it was stressed that the prices of 
individual goods in 1982 should not. in principle. 
exceed the levels of production costs plus turnover 
tax and acceptable profits. The government decision 
requested the relevant agencies to introduce a 
method of control over price fixing by producers. as 
well as sanctions against attempts to obtain exces- 
sively higher-than-average profits. 


326 This statement may be backed by relative per capita real 
incomes of different social groups in the country in 1970-1980. as 
follows: 


Relationship between the real income development of different 
social groups in Hungary 
(Workers = 100) 


1970 1975 1979 1980 
Peasants employed 
in. со-орегацуей oe мет. № 106 im ie ts 
White collar workers . . . «+ . = = 134 128 г 4 
Pensioners) etc. сю Boek нот 68 75 


Sources: Аз Гог table 3.5.1. 


In the Soviet Union retail prices of many basic 
foodstuff goods have remained unchanged since 
1955. and those of meat and milk products since 
1962. There has been virtually no change in the 
prices of a range of fabrics, clothing and footwear or 
the main articles in cultural and domestic use. Low 
apartment rents have remained unchanged for more 
than 50 years. as have charges for the main public 
and utility services (including gas and electricity). 
Total annual State subsidies to maintain low 
consumer prices amounted to almost 40 billion 
roubles in 1980—nearly one third of the social 
consumption fund excluding subsidies. The subsidies 
included 25 billion roubles for meat and dairy 
products—covering one-half of the cost of 
production—and about 7 billion roubles for housing 
maintenance. The State also subsidizes children’s 
clothing and toys, as well as sports equipment, tourist 
goods, musical instruments and educational books. 


The prices of new consumer goods are fixed on the 
basis of production costs and consumer demand. 
Following changes in production costs. it was 
decided that from 15 September 1981. the fetail 
prices of some luxury goods would be increased by 
25-30 per cent. The prices of wines. vodkas and 
tobacco were raised by 17-27 per cent. with the 
specific aim of reducing consumption. The price of 
petrol was doubled to 30—40 kopecks per litre, as was 
that of boats and boat-engines for private use. Simul- 
taneously. a system of compensation was introduced 
for invalids who have been provided with vehicles 
free of charge or at concessionary rates. At the same 
time, the retail prices of synthetic fibres. garments 
and clothing made of the former. watches. some 
medicines (including antibiotics and cardio-vascular 
drugs), cosmetics. recreational and household goods 
were reduced, by 12 to 37 per cent on average. 

A policy of stable retail prices for basic foodstuffs 
and non-food products has been adopted for the 
1981-1985 plan period. State and public supervision 
will be intensified, and the responsibilities of minis- 
tries and departments, executives of associations, 
enterprises. organizations and institutions for the 
observance of price discipline will be increased. 


(iv) Consumer supplies and housing 


(a) Retail trade 


In most countries of the region, retail turnover 
developed in 1976-1980 -at rates lower than, or 
similar to. overall economic growth. The most 
buoyant annual rates of retail trade growth were 
recorded in Romania. the Soviet Union and the 
German Democratic Republic (4-8 per cent), and 
the lowest in Czechoslovakia (1.7 per cent) and 
Hungary (2.6 per cent). Non-food sales expanded 
faster than those of food in all countries of the region 
except in Czechoslovakia. Generally fast rates of 
erowth of services were registered throughout the 
region (table 3.5.5)..In most countries of the region 
where information is available, retail trade in 1976- 
1980 expanded at lower rates than those of money 
incomes except in the German Democratic Republic. 
For 1981-1985. the important problem ш most 
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TABLE 3.5.5 


Turnover of retail trade and services 
(Average annual percentage change) 


UTE SESE SEES 


Country and period Total Food Non-food Services 
Bulgaria 
1976 =поЗО eee 89 2.4 4.7 is 
АТ с Dee 0.8 35 —0.9 
ОВО м Pigs Я 3.0 =. 3 So) a 
ey Ol вое 4.8 зе ere 182 
OSI Ste По ye 4.6 fe м sh 
ley Ws go 3.8 ae ие 8.4 
Plan 1981=1985. . . 3.9 ie 6.2 8.5 
Czechoslovakia 
19762198 ды ых lia 22.5) 2 55) 
1979 — 0.1 1.6 = a8 
ОЗ. Ware аи 0-3 2.9 = 9.3 
РОЗ Вх 2.3 
ОЗ. | il es OPES 2.0 
Bian 82 а 2.8 
German Democratic 
Republic 
ОИ оду. 4.1 3.4 4.8 
Я о ес 3.5 2.8 4.2 
ТО 4.5 3.0 5.8 
у и 4.0 3.3 4.6 
LOS ee roe hs ox: oto DES 3.0 2.0 
Е И о ое ть 4.0 
Plan 1981-1985. а. 1 
Hungary 
О  e 2.6 1.9 By 10.9 
[KSI tel Cah Ree 7 —0.4 3.5 10.9 
Пит а о МА 0.1 1.5 | 14.0 
Plan 1981 LOANS ee a 
LOSI ie 3.4 2.0 5.0 
Poland НН 
О 5 8 a 93 3,2 3.8 6.9 
Е рев 2. 4.7 3.0 3.3 
О, 2 о НИ: = в 5 2.6 4.3 
Plan 1981 : Hie ee Fag aes 
ОЕ 610? a К. Dae 
Romania 
OV Ga 980 eee ee 7.9 7.4 8.4 11.4 
А ах 5.4 7.0 ый 10.6 
NOS Okie ев 6.6 5,5) 6.3 a 
Plame Sila eens 6.0 = wes War? 
LOST We en os. ae 4.3 $. A US 
PAB Ya IOSD gg 4.6 = ak M2 
Plan 1981-1985. . . 4.8 re 4.8 12.0 
Soviet Union 
ПОЮ Ва ве в 4.5 Зо 5.4 US 
NOW TEES BH GS ae 8 4.1 35) 4.1 ИЯ 
LOSO Ra ERG HE Sy? 4.4 6.7 EP? 
ery EN с ow iA id 6.8 
198144 Py cotati cy Con ae 4.4 - ie 6.1 
Plann ПОЗ ee 3:1 6 My: 6.9 
Plan 1981-1985. . . 4.2 a x. 7.6 
Byelorussian SSR 
HSA. 5 ес 4.7 4.1 5.0 7.7 
| п 5.9 5.4 6.8 Toll 
NOS O.ates, Е 52 4.5 4.4 8.1 
Е се Dail a ry 6.6 
ora on Ss ess 4.3 те at 7.0 
а 2.6 = NA 6.8 
Plan 1981-1985. . . Bal ae a 7.0 


TABLE 3.5.5 (continued) 
eel. ne ee en SS БЕ 


Country and period Total Food Non-food Services 
Ukrainian SSR 
1976—1980) о © 4.1 3.1 5.1 7.0 
О Аа 37 2.8 5.0 7.0 
О Me ee 3 4.4 DS 5.0 4.5 
а зи We 3.0 ae a det 
[OSIM Fone nee 3.2 “i a 4.6 
Plant 9S 27a. eee aoe 33 Se a! 6.5 
Plan 1981985... 8:9 ae are 7.1 


i 


Sources: As for table 3.5.1. 

4 Excluding alcoholic beverages. 

Socialized economy enterprises, excluding services. 
© Socialized economy enterprises 


countries, therefore, is to ensure that output increases 
faster than purchasing power. Improvements in the 
quality and range of consumer goods are being 
planned during the current period. 


In 1981 retail trade turnover increased by between 
2.0 per cent (in Czechoslovakia) to 4.4 per cent (in 
Bulgaria) in comparison with the previous year. A 6 
per cent drop was registered in Poland. Plans for 
1982 anticipate accelerated growth rates in Czecho- 
slovakia, the German Democratic Republic and 
Romania, but a somewhat slower rate of advance in 
Bulgaria and the Soviet Union. 


In Bulgaria total retail trade turnover and services 
increased by 21 per cent during 1976-1980 in 
comparison with the previous five-year period. For 
1981-1985, a number of measures are planned for 
developing and improving standards of trade and 
consumer services: increased output, improved 
quality, and an expanded product range of consumer 
goods are defined as tasks of the first importance in 
all sectors of the economy. Retail trade turnover is 
planned to rise by 21 per cent in comparison with 
1976-1980, and the supply of industrial consumer 
goods by 35 per cent. In this way, a relatively faster 
rise in the supply of goods and services will be 
ensured in relation to demand. The importance of 
diversification and improvement of goods and 
services was emphasized. 


In Czechoslovakia retail sales rose by about 9 per 
cent in volume terms in 1980 compared with 1975. 
For 1981-1985. no targets were set for retail trade. 
However, a 13-15 per cent increase in services and 
work carried out for the benefit of the population by 


local economic and producer co-operative enterprises 


is planned. In 1981, retail trade turnover increased 
by a lower-than-planned 2 per cent. but a target of 
2.8 per cent has been set for 1982. 


In the German Democratic Republic, supermarkets 
became the principal outlets for the daily supply of 
consumer goods in residential areas in 1976-1980. 
Their numbers have increased by 300 in the last five 
years, and 8.300 restaurants and 200 quick-service 
restaurants have been built or renovated. Economic 
strategy for the 1980s envisages increases in the 
supply of quality consumer goods. though no figures 
were published. In 1981. services rose by 12 per cent 
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over 1980. At the same time. co-operative and private 
handicraft concerns increased their repair and other 
services by 9 and 11 per cent, respectively. 


In Hungary. total sales in 1980 increased by 14 per 
cent over 1975. No plans for retail trade turnover 
were announced for 1981-1985. In the first half of 
1981. retail trade turnover rose by 3.4 per cent in 
value terms. 


In Poland increases of consumer purchasing power 
with no corresponding increase in the supply of 
goods and services has been a feature of the last 
decade—especially during 1976-1980. The situation 
worsened (especially in 1981) when the volume of 
goods (excluding services) decreased by 6 per cent. In 
the year to September 1981, market supplies at 
current prices increased by 5 per cent over the year. 
but meat supplies decreased by 26 per cent and fish 
and fat supplies by 31 per cent. In spite of rationing 
and price rises, shortages of butter, sugar. rice, flour 
and barley occurred. It was estimated that the excess 
of consumer demand on supply could have increased 
to 500-600 billion zlotys by the end of 1981 or 35—40 
per cent of the annual total market supplies. In order 
to close the gap between supply and demand, a 
system of rationing of certain food and non-food 
items was introduced from 1 April 1981. Consid- 
erable aid was accorded to Poland by eastern and 
western countries in order to cover the supply deficit. 
In accordance with the 1981 trade agreement. 
imports from the Soviet Union include industrial 
consumer goods and foodstuffs. Other CMEA 
member countries increased their exports to Poland 
by $US 86 million over the planned level in the first 
three months of 1981. The bulk of increased supplies 
consisted of consumer goods. Additional supplies in 
the form of food and industrial consumer goods were 
despatched to Poland by CMEA member countries 
starting from end-December 1981. 


EEC food delivery contracts with Poland included 
the supply, at a level of 15 per cent below world 
prices. Foodstuff supplies to Poland were seriously 
constrained by United States Government with- 
drawal of credit facilities for certain agricultural 
commodities at the end of 1981. 


In Romania sales of goods through retail trade 
units were 46.2 per cent higher in 198Q than in 1975, 
and 6.6 per cent above 1979 levels. Sales of foodstuffs 
rose by 42.9 per cent over 1976-1980, sales from 
public catering services by 42.9 per cent, and sales of 
non-food goods by 49.6 per cent. In order to ensure 
an increase in domestic sales of foodstuffs, special 
efforts were made to reduce exports. Retail trade 
turnover is expected to increase annually by 4.8 per 
cent during 1981-1985. In 1981 retail trade turnover 
increased in line with the plan target. In 1982, the 
planned increase in the purchasing power of the 
population is expected to be matched by a 4.6 per 
cent increase in retail sales and an 11.2 per cent 
increase in Services. 


In the Sovier Union total retail trade turnover rose 
by 24.4 per cent in 1976-1980—one of the highest 
increases in the region. The considerable expansion 
in purchasing power, however, combined with stable 


retail prices. created a sharp increase in demand for 
food products and other consumer goods which 
could not be met. The 1981-1985 plan aims therefore 
at an increase in the total volume of retail trade by 
more than in the previous quinquennium, and at 
rates of growth higher than the rise in incomes. 2” In 
August 1981. decisions on increasing the production 
of consumer goods and improving their quality and 
variety ш 1981-1985 were adopted.*** Additional 
measures are envisaged to increase consumer goods 
production in heavy industry. These aspects of the 
plan are reflected in the somewhat faster rate of 
growth retained for group B industry in comparison 
with group A (26.2 and 25.5 per cent over the five 
years respectively). In the field of trade and public 
catering. policy to expand the retail trade network. 
and improve the material and technical base of State 
and co-operative trade has been approved. **’ Special 
attention will be paid to the construction of self- 
service department stores. special stores. and large 
shopping centres, and to the extension of the network 
of outlets belonging to industrial ministries and 
associations and also those operated by State farms. 
collective farms and farm associations for the sale of 
fruit and vegetables. The sales volume of consumer 
services will be increased by 44 per cent and will 
amount to more than 11 billion roubles by 1985. 
Special attention will be paid to consumer services in 
rural localities. and in the eastern regions of the 
country. In 1981 total retail trade turnover in the 
Soviet Union rose by 4.4 per cent over 1980, or by 
111.8 billion roubles. The volume of services rose by 
6.1 per cent (by 6.9 per cent in rural areas). 


In order to meet the requirements of basic 
foodstuffs and industrial consumer goods in CMEA 
member countries long-term programmes oriented 
towards co-operation between CMEA member 
countries up to 1990 were signed in 1978 and 1979. 
At the 35th meeting of the Council for Mutual 
Economic Assistance (CMEA), held ш Sofia 
(Bulgaria) on 2—4 July 1981, member countries were 
recommended to expand their co-operation in the 
production of foodstuffs and industrial consumer 


27 Thus. the 1981-1985 plan calls for an average annual 
increase in retail trade turnover by 4.2 per cent, in the sales 
volume of consumer services by 7.6 per cent, but in average 
monthly earnings of workers and office employees by 2.8 per cent, 
and in the pay of collective farmers by 3.7 per cent. 


* The implementation of these measures will make it possible 
to increase the supply of cotton fabrics to the population and 
garment industry in 1985 by 31 per cent compared with 1980. The 
output of knitted underwear and cotton and mixed fibre thread 
will be increased by 36 per cent and of synthetic washing agents 
by 150 per cent. Production of linen for babies and infants, 
wallpaper. rubber footwear, exercise books, pencils, toilet soap, tea 
and other products should be increased considerably. In keeping 
with the tasks for increasing production of cultural and household 
goods by 40 per cent. over the current five years, output of colour 
television sets should be increased by 130 per cent in 1985, cassette 
recorder production is expected to rise by 120 per cent, automatic 
and semi-automatic washing machines by 60 per cent, refrigerators 
with a capacity of 20 litres by 70 per cent and spare parts for 
motorcycles by 50 per cent. A considerable increase is planned in 
the output of electronic quartz watches, reflex cameras, steel. 
enamel and chinaware. garden equipment, paints and other goods. 

2° See CPSU Central Committee and USSR Council of 
Ministers decisions: “On Measures for the Further Development 
of Trade and Improvement of Trade Services of the Population in 
the Eleventh Quinquennium”, Pravda, 23 January 1982. 
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New dwellings constructed 
EEE 


New dwellings (thousands) 
Average size 
New units of dwellings 


Co-op- Indi- per 100.000 in square 
Country and period Total State erative vidual inhabitants metres 
Bulgaria 
1976=1980%. ба: хо 3518 Ay “Ab 800 60.7 
1979 ны. Sees ВТ 9662 В 33.0 750 59.2 
И ао SS 77.3 is eas 838 59.0 
Рая 198] ete oe meek Го 80.0 a ii ae 
[98 lea сс ee о. 70.3 
Plan! 982 aren ee ee ee ee 
Plan 1981-1985. . . . . . 360.0 
zechoslovakia 
19761980 coh pha) nt ohare ide 04882 264.6 197.9 185.7 860 41.5 
1979 ee ме Корса ОУ 228 47.7 39.3 35.7 810 43.0 
1980 he ne peaks ae So, 50.5 46.0 32.4 840 44.3 
ее Е 4 5 о ово бо NOD ns cae ae ot igs 
Иа а о: 31.4 В PAILS 613 
Е СЫ eae. Se 56 
Plan 1981-1985... . . 480-550 
German Democratic Republic 
1976 = 1980 see с: A OOO 290.3 197.5 71.6 668 61.8 
1979 ene aed arin nae eal И 62.2 37,3 17.8 701 62.6 
ое oe 62.0 39.2 19.0 718 62.7 
О о ль Зов МИЛО “ig oe 12.7 Se 5B 
[OR TR Ты. ИИА eee ree ee | oS) nt Ее 15.6 753 
Ра Е. Е ee 75 ae ee 1333 
Р] ап l9SeaNO8Siee mene ee eae 600-0 RE DSP DN 60.0 
Hungary 
1976—5227 162.2 290.5 837 65.3 
ОУ о Geka SRY SO a ee а 34.1 54.1 827 65.0 
198% СЕ ан с. 81 30.3 58.7 835 65.0 
РАВ. 9: ate 6976 —78 23-24 53-54 Sgt ate 
19ST eS Pa. SOR eae 77.0 a Ens 842 65.0 
Plane) 98250 * wala Le ees oe 77.0 19-20 57-58 
21а 198] =1985 се. wien 370-5801 15 =120 255—260 
Poland 
1976=1 980 eee ee nS OSeS 245.0 724.2 339.1 749 62.0 
TOTS. даа ЗС 2780 53.4 152.6 72.0 789 63.8 
19800 es. Fak оС 39.4 122.0 55:7 610 64.0 
Plan 1981 и М А: эй а aft ый 4a к 
о а 80 ae ne Sah rte 63.4 
Plan 19825 о A eee 20020) 
Romania 
И ae eee 9 755.3 85.3 770 74.2 
19:79 etn bear el oat 39 SRS TeS) ISU 179.3 12.3 869 74.5 
ОВО ва ea? RRs Oh ах. 607: 8 186.6 2 891 74.4 
Рава Пра 51850 “Ac te 
о 164%) 153.3 10.9 
[Рая 98 20 ВЕ В МН OOO) 170.0 20.0 
Plane 9831935 но д а. 0000 800.0 100.0 
Soviet Union 
TOSI, зоо бо о Ш 8434 1853 791 SUS) 
ее оке ОВ 1572 361 737 5255 
1980 о aoe ay ee ee 21050 1713 337 775 52.5 
Ра 98 а OSLO 2 р os SWS) 
1981 крест Зрение м seer bette 2 000 = et хе 53.0 


Sources: As for table 3.5.1. 
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goods. and to increase mutual trade ш these 
products. During the session, multilateral general 
agreements were signed for the comprehensive 
development of sugar production in Cuba, as well as 
for the production and industrial processing of citrus 
fruits, with a view to consolidating the country’s 
export potential and also satisfying more fully the 
long-term requirements of the European CMEA 
member countries with regard to these products. 


(b) Housing construction 


In most countries of the region in the 1981-1985 
period, total residential housing construction is 
planned to rise or to remain at the same level as in 
the previous quinquennium, except in Czechoslo- 
vakia and Hungary (table 3.5.6). At the same time, 
_ policies aiming at improvement in the quality of 
newly-constructed apartments, and at modernization 
of old dwellings, will be generally maintained. 
Priority will be given to housing construction in new 
industrial regions and in some rural areas. 


In Czechoslovakia, some 650,000 new dwelling 
units were completed in 1976-1980—about 6 per 
cent more than in the previous five-year period. The 
average figure for housing construction was 8.6 new 
dwelling units per thousand inhabitants per year. In 
1981-1985 the demand for new housing construction 
in terms of investment, civic amenities and fuel and 
energy resources are expected to limit housing 
construction to about 500,000 new units—some 
reduction compared with 1976-1980. Construction 
capacities thus released will be used to expedite the 
equipment of new housing estates with technical and 
civic amenities and facilities. Moreover, the moderni- 
zation of between 40.000 and 50,000 dwelling units in 
social ownership will be ensured within the 
framework of comprehensive housing construction. 
During 1981, 94,000 new dwellings were com- 
pleted—14 per cent fewer than the total planned for 
the year. 


In the German Democratic Republic, from 1976 to 
1980 about 813.000 dwelling units were either built 
or modernized—63,000 more than planned. The 
long-term housing programme will be continued at 
an increased rate in 1981-1985. As a result, a total of 
940,000 new and modernized dwellings will be 
provided for about 2 million persons, especially 
workers and families with several children, as well as 
young couples. In 1981 the annual housing 
programme was overfulfilled by 7.4 per cent. 


In Hungary, 493,000 dwellings were completed in 
1976-1980. 3.5 per cent more than in the previous 
five-year period. Some 36 per cent of dwellings were 
built employing State resources, the others were 
constructed within the framework of individual 
undertakings and by utilizing State loans. In the 
1981-1985 plan period, a further improvement in 
housing conditions is envisaged, and about 375,000 
new dwelling units will be built. During the plan 
period about 90.000-100.000 local council-controlled 
dwellings will be reconstructed and 40,000-50,000 
units will be modernized. As a result of new 
construction and modernization during the 1981- 


1985 plan period, the housing conditions of 1.5 
million people should be improved. In 1981 the 
planned target for the construction of 77,000 new 
dwellings was fulfilled and a similar target was estab- 
lished for 1982. 


In Poland priority among social policy goals has 
been invariably directed towards housing 
construction. The 1976-1980 five-year plan period 
was marked by the creation of about 1.3 million flats, 
providing a considerable improvement in housing 
conditions for nearly a quarter of the entire number 
of Polish families. In 1981, housing construction 
decreased by 16 per cent in comparison with 1980. 
But for 1982 a 9 per cent increase is planned in 
comparison with the 1981 level. 


In Romania some 840,000 dwellings were 
constructed in 1976-1980, while in the 1981-1985 
plan period, out of the 900,000 flats which will be 
built by the state, 360,000 will be built for sale on the 
basis of state credits and about 100,000 flats will be 
built by private individuals. 


In the Soviet Union some 10.3 million dwellings 
(530 million m’) were constructed during 1976-1980. 
During the period more than 87 billion roubles of 
capital investment were channelled into housing 
construction from all sources of financing. The value 
of fixed housing assets by the end of 1980 amounted 
to some 399 billion roubles, nearly one fifth of the 
total value of the country’s fixed assets. In 1981 a 
total of 2 million dwellings was completed, some 5 
per cent lower than planned. For 1982 an increase of 
3 per cent over 1981 output is envisaged by the 
annual plan of the country. In 1981-1985 residential 
construction is planned on the level of the previous 
five-year plan period. Priority in housing 
construction will be given to accommodation for 
employees of newly built enterprises or in developing 
regions—especially Siberia and the Far East—and in 
rural areas. Altogether 93 billion roubles, or 7 per 
cent more than in the previous quinquennium, are to 
be allocated for housing construction. It is planned to 
build 30 million т? of housing in the countryside— 
more than was built during the 1976-1980 period. It 
is also planned to complete the transition to the 
building of houses according to standard blueprints, 
with improved apartment layouts and _ better 
operation and maintenance conditions and to 
enhance the role of housing construction co-opera- 
tives in the improvement of the housing situation. 
Rent and communal services in the Soviet Union 
account for an average of 3-4 per cent of the family 
budget. The revenue from rents and payments for 
utilities covers only a third of the maintenance costs. 


(v) Consumption patterns 


The increasing share of consumption in total 
distributed net material product was clearly observed 
in the region during the 1976-1980 plan period and 
this will most probably be maintained in the current 
five-year plan period (table 3.5.7). The largest 
increase in consumption in 1976-1980 was ехреп- 
enced in Poland, Bulgaria and Hungary. In 1981- 
1985, according to available information, the largest 
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TABLE 3.5.7 


Total consumption; personal and social consumption 
(Percentage of distributed NMP) 
а 


Consumption 


Consumption 


Period Total 


Personal 


Total Personal 


Social Social 


Bulgaria 


Poland 


1970. 69.2 49.3 IS) F325 62.2 п. 
7s). 67.2 46.5 207 64.3 5339 10.4 
1979. 75.8 53.0 22.8 74.3 61.8 185 
0. 2 « Bol 49.6 DBS 80.2 66.9 13.3 
Plan 1985. 75.0 aa 
Czechoslovakia Romania 
[SO ey oes ео ЗЫ 55:7 17.4 1.2“ 
ПОЗ. Я. 5,3 18.9 65.9” 
AS). 75.4 55.1 AOS 8 
1980. 75.0 54.6 20.4 63.7‘ 
German Democratic Republic Soviet Union 
19702 75.6 66.4 9.2 70.5 
По ИЛ 67.0 10.8 73.4 
1979. 80.0 68.8 ite 74.8 
1980. 78.9 68.2 10.7 75.3 
OST. ь a 76.0* 
Plan 1985. 78.0 
Hungary 
1970. 10.5) 66.9 9.6 
SMS). 7.0 64.1 OS) 
So), WY) 64.8 Tle 
1980. 78.1 66.4 Mh 
О 5 tO 
Plan 1985. .81.0-83.0 
Sources: As tor table 3.5 1. “1966-1970. р 1971-1975. “1976-1980. 


Increase Is expected to be in Hungary and the Soviet 
Union. **” 


The increase in consumption shares reflects the 
priority given to the maintenance of increases in 
consumption levels in absolute terms. The structure 
of consumption, however, is to be developed 
differently in individual countries. Generally. the 
ratio of personal consumption to the total is stable or 
decreasing somewhat. On the other hand, depending 
on national patterns of social policy, levels of social 
and personal consumption are different. Bulgaria, for 
instance, places greater importance on relatively 
low-priced supplies to consumers through an 
increased share of social consumption in relative 
terms, whilst in the German Democratic Republic 
there is a relatively greater emphasis on personal 
consumption. 


As far as the allocation of family incomes is 
concerned, there is a diminishing difference in 


“In the Soviet Union in 1976-1980. expenditures on 
consumption were increased by 26 per cent in comparison with the 
previous five-year period, and in 1981-1985 an increase of 22 per 
cent is planned, while the respective increases in national income 
amounted to 23 and 18 per cent respectively. 


expenditure patterns according to different social 
strata, which, however, still remained quite 
important in 1980 (table 3.5.8). Shares of foodstuffs 
decreased in some countries of the region and 
Stabilized in the remainder, whilst differences 
between the spending habits of workers and white- 
collar workers became less marked. Changes in 
buying habits were noticeable in the case of workers 
and peasants. Food consumption represented one 
third to one half of total family budgets and из 
predominance was maintained in 1980. In most 
countries of the region spending on textiles, clothing 
and footwear decreased during the 1970s—for 
example, in Poland and Romania and, in the case of 
peasant families, in Hungary and Bulgaria also—but 
in general the changes were of minor importance. 
The highest share of consumer durables in: family 
spending was registered in Czechoslovakia, the 
German Democratic Republic and Poland, with the 
most buoyant increase in the latter country. 


Dwelling maintenance costs differ according to 
housing traditions and the level of urbanization. It 
should also be borne in mind that, together with food 
prices, housing expenditures are component parts of 
a social-security-oriented price policy. With a few 
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Personal savings deposits 
(Average annual percentage change) 
SS SSS SS SE ee ee 


Ratio of stocks of saving 
deposits to retail trade 
UP nhover 


1976 


Counts 1976 1978 1979 1980 1980 19 1950) 
Вата 5 oe ee ipo, о Ио И 6.3 0.72 0.86 
Czechoslovakia 8.9 Se) sy 5 6.0 0.55 (0.61 
German Democratic 
Republic . 6.5 6.9 5.4 2.8 5.8 0.92 0.99 
Hungary . 14.3 16.2 8.7 7.0 2 0.37 0.42 
Poland 10.3 10.4 11.6 8.0 10.2 0.37 0.36 
Romania. were 16.0 25 12.2 = Е 32 м: 
боев о. lene 12.4 Mikes 7.0 WS 0.47 0.58 


ee ee eS SSS 


Sources: As for table 3.5.1: and CWEA Statistical Yearbook 1981 


exceptions and despite some minor fluctuations, the 
shares remained stable or the importance of this item 
in comparison with spending on food somewhat 
decreased throughout the last decade. Expenditures 
on food and maintenance of dwellings taken together 
are highest in Hungary. Poland and Romania. 


In physical terms there was a significant rise in food 
consumption between 1970 and 1980 (see table 3.5.9). 
Most changes occurred in the first part of the 
decade—and were throughout the region for meat 
and meat products generally and, in certain 
countries. for other goods as well. The highest annual 
level of meat consumption (89.4 kg per capita) was 
achieved in the German Democratic Republic, and 
in relative terms Bulgaria and Romania achieved 
fastest growth. In most countries, consumption of 
cereals decreased during the decade and ш every 
country the 1980 level was lower than in 1970. There 
were important differences in the consumption of 
vegetables. Most of these differences were due to 
household traditions and also to the prevalence 
among families of private auxiliary farms. **! 


In the case of industrial consumer goods, increases 
in the supply of motor-cars were the most significant 
development (table 3.5.10). Regarding other 
commodities. in most countries the rate of spending 
on refrigerators and washing machines and other 
household items had begun to level off after 1975. 
Plan information for 1981-1985 15 scarce: only 
Bulgaria and Romania have produced projections 
for the per capita consumption of different industrial 
consumer goods. 


Concerning changes in personal savings in family 
budgets. several factors can be identified. In most 
countries of the region in the 1976-1980 period. 
personal savings deposits increased much faster than 
money incomes of the population, except in Bulgaria 
and Poland. The highest rates of growth of savings 
occurred in Romania. Hungary and the Soviet Union 


“'In the Soviet Union. the calorie content of the diet has for 
several decades remained at the level of approximately 3.000 
calories per person per day. Changes planned in the structure of 
the diet are aimed at ensuring a more rational and balanced 
combination of protein. fats and carbohydrates, 


(see preceding text table). The ratio of savings 
deposits to retail trade turnover in 1980 rose in 
almost all countries of the region in comparison with 
1975 figures. In general, the relatively rapid rise of 
personal savings reflected the increase in money 
incomes of the population, changes in the structure 
of consumers’ expenditures in favour of durable 
goods. housing construction. and some unsatisfied 
demand—chiefly in the range and quality of a 
number of consumer goods and services. 


In Czechoslovakia the total amount of personal 
savings deposits at the end of February 1981 was 38 
per cent greater than in 1975. In Hungary, the stock 
of savings deposits by the end of 1980 had increased 
by about 80 per cent in comparison with 1975. In the 
first half of 1981, a higher proportion of increased 
earnings were deposited as savings (3.4 per cent 
compared with 2.5 per cent in 1980). In Poland in 
1980. the total amount of savings deposits increased 
by about 70 per cent in comparison with 1975. In 
1981. the increase т savings amounted to 177 billion 
zlotys, ог by 36 per cent at the end of 1980. Оп 
average, people saved about 15.4 per cent of their 
current incomes, compared with 6.1 per cent a year 
earlier. This was largely a reflection of the scarcity of 
goods on the market and of wage increases not 
covered by output. In order to divert excess money 
from the market. as from | January 1981 the interest 
rate оп personal savings deposits was raised from 
3 to 4 per cent, and up to 10 per cent on long-term, 
deposits—a rate comparable with the 1980 rise in the 
cost of living. As from 1 January 1982. there was a 
further increase in the interest rate on personal 
deposits and a rise to 13-15 per cent on three-to-five 
year long-term deposits. 

In| Romania т 1976-1979. savings deposits 
increased annually on average by 18.4 per cent. 
About 73 per cent of total personal savings were 
deposited in savings banks. ** 

In the Sovier Union in the 1976-1980 period, 
Savings deposits increased by 72 per cent (and by 
5.8 per cent in 1981). One of the important reasons 
for the rapid increase in savings was the changing 


“= Revista economica, 1980. No. 44. 
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TABLE 3.5.9 


Per capita consumption of selected goods 
(in kilograms, except for eggs, in units) 
a о ОН ние А 


р 44 Plan + Plan 

970) 1975 1980 1985 1970 1975 1980 1970 1975 1980) 1985 
Bulgaria Czechoslovakia German Democratic Republic 

Meat and meat PROGUCISR, sane = 9414 58.0 61.2 72.0 TALS) 81.1 85.0 66.1 77.8 89.4 

Fish ancuush productsies) ое — 5:5 6.2 6.9 Уз D2 5.8 5.4 Ио 8.5 Ws 

Milk and milk products. . . . . . 1166 1428 169.4 2010 203.6 2180 2300“ 7 é 

of which: 

Butter . Te oe в ee 2h 7.4 7.6 i i, 10.3 10.9 
CerealiproductSumummm с. о о 238:8 2118 216.0 ISO 1080 1070 97.3 94.8 94.2 
Potatoes : ee ee ee eS a he a Et 103.4 95.8 VSO 6 I 142.1 
а Е т о. 889 90.1 93.8 136.0 76.3 77 68.0 84.8 90.0 96.8 
Sugar and sugar products . ... . 32.9 B25 34.7 975) Sit 38.0 38.0 34.4 36.8 40.7 
Vegetable fats and oils’. . . . . . 16.2 18.7 20.8 2 5.8 6.7 We DD 2.0 lee 
ОН Kn 4G Om 2040 e230) 2/70’ 2970) 31600 2390 2600 2900 

Hungary Poland Romania 
Mieatand meatuproducts,. =... . 58.1 68.5 70.5 53.0 ОЭ 74.0 Bile 45.7 62.0 68.0 
Hshrandsfish products о |. 2.3 2.1 2.8 6.3 Wie 8.1 4.7 4.7 5.9 12.4 
Milkrandimilkjproductse, ь. . . 1096 1266 162.0 413.0 232.0 4510 1107 1320 180.0 2220 
of which: 

бе Mie, асы м в сор A Ney 2.0 6.0 7.4 8.9 
ЕЕ АИТ СО СОС tte Se? 122.2 115.0 31.0120. 02 8:0 
РАО В 3 ео 75:1 66.8 62.0 190.0 173.0 158.0 be ый af es 
ре ао Hueamtae. ©. Meo. 7S 5155.2 159.2 164.6‘ 111.0’ 109,0 101.0 867 112.6 140.0 160-170 
Suearrand sugar products”, 2. . . 33:5 39.4 35.0 39.2 43.2 41.4 19.3 20.3 28.2 325 
Vegetable atsand oils . . = . «= = 2.8 4.6 6.0 6.6 1.5 7.8 14.1 17.0 17.8 20.7 
Е A ge es ae -с =. ЗЫ 15.2 18.0 186.0 209.0 223.0) 142.0 214.0 270.0 290.0 

Soviet Union Byelorussian SSR Ukrainian SSR 
Meat and meat products. . . . . . 48.0 560 О 49.0 62.0 63.0 49.0 60.0 60.0 
Fishand fish prodicts . . . . . . 154 16.8 17.0 13.9 17.2 15.8 15.9 15.9 16.2 
Milk and milk products. . . . . . 307.0 316.0 314.0 SO S850) 95 SLO Si 20 

of which: 

Butter . №: ae a zee ae wd ied г И м 
@ereauiproductss a9. . . . р. - 149.0 1410 139.0 144.0 141.0 1410 155.0 1510 114910 
РО meee ee re 1300" 120.0: © 142.0 245-08 1215.0) 205.0 S60) 143.081300 
а ео ра ыы #820 89.0 93.0 70.0 75.0 о 0 1 100 
Sugar and sugar products . . . . . 38.8 40.9 42.2 Bi 9.5 42.6 41.4 45.4 50.4 
Vegetable fats and 01$... . . . 6.8 7.6 8.6 4.6 9.7 7.0 7.4 8.5 9.2 
К eee or ee tS. 1590 - 2160" 2358.0 170.0 260.0 294.0 156.0 210.0 236.0 


ЕЕ пис 


Sources: As for table 3.5.1 and CMEA Statistical Yearbook 1951 
“Without butter. 


В Including animal fats. 


structure of consumption and expenditure. **’ During 
the 1981-1985 plan period, special attention will be 
paid to stabilizing the balance between demand 
and supply, which will make it possible gradually 
to reduce that portion of savings resulting from 


3 During the years 1966-1979. expenditures on the purchase of 
electrical goods increased by 220 per cent, of radios by 190 per 
cent, of chinaware and associated goods by 340 per cent. of 
furniture by 170 per cent, of rugs 7.5 times and of passenger cars 
31 times. At the same time. the money incomes of all categories of 


“1979 


“Sugar only 


insufficient quantities of consumer goods and 
services in public demand. The new five-year plan 
targets stipulate priority growth of supply of goods as 
compared with growth in the population’s monetary 
income. 


the population rose substantially. In 1965, about 4 per cent of the 
population had a monthly income of 100 or more roubles per 
family member. whilst in 1980 about one half of the population 
had attained this figure. (Economicheskaya Gazeta No. 35. August 
1981). 
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TABLE 3.5.10 


Stocks of consumer durables per thousand inhabitants 
(Physical units) 
Е Е ЕВ gc a der ee 


1970 1975 1980 1970 1975 1980 1970 1975 1980 Plan 1985 

Bulgaria Czechoslovakia German Democratic Republic 
ВЕЕТ 5 . 5 5 = 81 174 233 a 260 305 215 322 423 
Washing machines. ... . 141 176 PANT 276 363 411 205 DAF 328 
TARR OMSAS . 5 5 5 oo 120 197 231 234 305 372 276 310 408 
О абы азы ве 176 226 267 444 564 604 351 366 383 
МООА и. И 46 88 57 99 139 60 100 148 

Hungary Poland Romania 
Neots въ ан 103 220 293 70 162 269 54 96 156 192 
Washing machines. . . . . 179 228 300 185 217 253 46 68 102 155 
UGIWISTOM SS 5 2 2 2 6s 171 226 258 137 205 269 82 145 210 256 
ОО о wae вы 245 240 243“ 253 301 465 179 207 251 300 
IWIOWOE CES и. 23 55 85" 15 32 64 6 14 29 44 

Soviet Union Byelorussian SSR Ukrainian SSR 

Вере та pene mea es) aris 89 178 252 76 170 240 82 170 241 
Washing machines. — = =. . 141 189 205 109 147 155 137 187 204 
WAS OM SIG. о HB 215 249 122 188 212 151 224 250 


RadiOwsetSe ие > 199 230 250 154 196 218 172 198 224 
Motor cars aA ae = ian ade a ry oe А 


Sources: As for table 3.5.1 and CMEA Statistical Yearbook 1981. 91979. 


6. FOREIGN TRADE 


After ten years of very rapid expansion, some 
slowing of the growth of trade volume appears to 
have been anticipated in the five-year plans of the 
European centrally planned economies for 1975- 
1980. The actual course of events in the second half 
_ of the 1970s produced a rather sharper deceleration 
than expected, which in 1981 culminated in an 
absolute contraction. In addition, these years were 
marked by pronounced changes in the structure of 
foreign trade and. more broadly, in the impact of the 
external environment оп national economic 
development possibilities for the countries of the 
area. Throughout the past 15 years, trade growth has 
outpaced that of net material product. While this is 
expected to continue, some further slowing in trade 
expansion appears to be anticipated in the five-year 
plans for the 1981-1985 period. 


The following section presents a survey of the key 
features of change in foreign trade during 1975-1980 
and in trade expectations and policies embodied in 
the five-year plans for the period until 1985. In 
section (п) the developments of 1980-1981 and the 
short-term outlook will be discussed, followed by a 
review of recent trends in east-west economic 
relations in section (11). 


(i) Medium-term trends in foreign trade and trade 
policies 


(a) Background developments: 1965-1975 


During the two quinquennia from the mid-1960s to 
the mid-1970s, the foreign trade of the six east 
European countries had expanded a t a trend rate of 
9-10 per cent per year in real terms, 1.e.- with incre- 
ments of 55-60 per cent in trade volume every five 
years (table 3.6.1). This rate of expansion virtually 
did not change from the earlier period, when volume 
and value change were about equal, through the later 
period when the onset of international price inflation 
brought the value increment (160 per cent for exports 
plus imports) to about three times the size of its 
volume counterpart. While imports increased 
somewhat faster than exports throughout _ this 
decade, their orders of magnitude were roughly 
commensurate in volume terms (five-year increments 
of 59 per cent in import volume as against 55 per 
cent in export volume on the average for the two 
sub-periods). However. the price developments in the 
first half of the 1970s had, on the whole, been disad- 
vantageous for the countries of eastern Europe. In 
consequence, the excess of imports over exports in 


value terms in 1975 far exceeded that level which 
would have resulted from the volume trends: in 1970 
eastern Europe imported some 2 per cent more than 
It exported; by 1975 this magnitude had risen to 
more than 13 per cent at current prices. but probably 


would not have exceeded 5 per cent at the prices of 
1970: 


The above summary of trends in 1965-1975 is 
intended to serve as a background for the review of 
foreign trade developments in the second half of the 
1970s. It indicates that. at the most aggregate level. 
the trends in the external sector which made possible 
the export and import volume expansion rates noted 
above, provided substantial support for the domestic 
development effort in the countries of eastern 
Europe until about 1975. These trends in turn, of 
course, were the outcome of events in a number of 
spheres ranging from developments in domestic 
supply capacity, foreign and domestic aggregate 
demand, relative prices, trade policies abroad and at 
home, and financing possibilities. which will not be 
furthers considered™ here.** Ateithe ~sameé: tte: 
however, the above summary also suggests that by 
the mid-1970s some factors were already in operation 
which, barring a then unexpected future improve- 
ment in the terms of trade of the east European 
countries, would make a continuation of the past 
trends most unlikely, especially as regards the 
relation of the export and import volume growth 
rates. In other words. 1t was becoming evident that 
before long external balance considerations would 
impose an adaptation of national development 
strategies and domestic economic structure to certain 
requirements generated by processes of change in the 
world economy, with all the difficulties which such 
structural adjustment entails. As will be shown 
below, even the most aggregate foreign trade data 
show that a considerable degree of adjustment in 
economic policies and structures did take place 
during the latter part of the 19705. though the 
result—both with respect to external balance and to 
the domestic economic tensions analysed elsewhere 
in this Survey—permit some doubt as to whether it 
was sufficiently far-reaching or efficient. Finally, it 
should be noted that the above summary of foreign 
trade trends in the 1966-1975 decade for eastern 
Europe as a whole masks considerable divergences in 
experience at the country level. especially between 


4 For a recent analysis of the relative contribution of these 
determinants of trade flows in the east-west trade relation, see 
Economic Bulletin for Europe, Vol. 33 No. 4, 1981, Chapter 3. 
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TABLE 3.6.1 


Eastern Europe and the Soviet Union: foreign trade and national income growth, 1965—1985 
(Average annual growth rates, in per cent) 


ee Ee ee ee 


Plan 
County and indicator 1966-1970 Дог {=—JOs 1976-1980 19S] -1985 
Bulgaria 
EXO: МОЩИ 5 а = 12.6 10.0 12.8 70 
Import Мое, - 9.7 14.3 За ‘ 
Net material product . 8.7 7.8 6.1 3.7 
Вотан. 1.4 lg 2.1 19 
Import elasticity. . . 1.1 1.8 0.5 
Czechoslovakia 
Export volume 9.0 6.3 6.3 5.76.2 
Import volume 8.0 6.5 2.9 пы 
Net material product 6.9 5-й В: 2.0—2.6 
Export elasticity . lies ite и 26 
Import elasticity. 2 1.1 0.8 
German Democratic Republic ’ 
Export volume 8.6 Onl = 63 
Import volume 12] ИА бя 
Net material product SE 5.4 4.] 5.1 
Export elasticity . 1.6 Neil 1.4 12 
Import elasticity. 23 1.3 1.3 У 
Hungary 
Export volume : 9.1 9.4 7.0 6.5—6.8 
и pPOht мое. ae lel 3) 3:9 84—53 
Net material product 6.8 6.3 one ЛЗ 
Export elasticity . les) eS 2.1 2 
Import elaticity 1.6 ie Nez ie 
Poland 
laxqoxort И 2 5 = 9.5 10.7 4.0 
Import volume . . . 9.0 15.3 Lei 
Net material product . 6.0 9.8 Ibe? 
Export elasticity. . . 1.6 Ne 333 
Import elasticity. . . 5 1.6 1.4 
Котата 
Вхроге volume.) в. 2 WO 7.8 11.9 
Import volume” . Е ss 8.1 8.8 з 
Net material product . 1-й 1.5) We 78) 
Export elasticity . 1.0 т 17 
Import elasticity. 0.7 ee : 
Eastern Europe 
Export volume’. . . 9.4‘ 9.2 6.7 
Import volume’. . . 10.0‘ 9.6 4.0 
Net material product . 6.5 19) 3.9 
EGO! ее. о - ESS 1.2 К 7 
Import elaticity . . + or 1:2 1.0 
Soviet Union 
Export ое. ee 9.9 5.0 4.9 
Import volume . . . 6.4 10.4 5.9 4.1 
Net material product . 7.8 5-й 4.2 3.4 
Export elasticity. . . 1.3 0.9 1.2 
Import elasticity. . . 0.8 Я 1.4 1.2 


Sources; Secretariat of the United Nations Economic Commission Гог Europe. based on national statistical publications. 
national economic plans and plan fulfilment reports, and secretariat estimates. 

Nore: Growth rates of net material product for all periods and of foreign trade volume for the first three periods reflect the 
change between the final years of the current and the preceding period, whereas the 1981 —]985 plan growth rates for foreign trade 
turnover (exports plus imports) in most instances relate to the five-year averages of the plan and the preceding period. Export and 
import elasticities are the ratios of foreign trade to national income growth rates shown: where plan growth rates are given as a 
range, these were calculated on the average values. 

“Secretariat estimates, bused on Romanian value data and Hungarian price indices, 

hy A 

*National volume data aggregated with 1975 value weights, 


“Excluding Romania. 


the two halves of the decade (see the country data in 
table 3.6.1). However. with some exceptions— 
especially the notable slowing of trade volume 
growth in Czechoslovakia. and the beginning of a 
reversal of the relationship of export and import 
volume growth rates in a number of countries—the 
broad gist of the statement for the region would seem 
to apply at the country level also. 


A similar summary of the trends in the foreign 
trade of the Soviet Union from 1965 to 1975 yields а 
more varied picture. In the latter part of the 1960s. 
exports expanded substantially faster than imports in 
terms of volume (60 per cent as against 37 per cent), 
but also in terms of value—though to a smaller 
degree (57 per cent as against 46 per cent). In 
financial terms. trade was in surplus every year 
during this period. but the terms of trade movements 
were slightly unfavourable. In the first half of the 
1970s. by contrast. this relationship was reversed. i.e. 
export expansion substantially lagged behind import 
growth in volume terms (increments of 28 and 65 per 
cent. respectively) and. owing to a rapidly rising price 
trend. also in value terms (increments of 160 and 215 
per cent, respectively). The terms of trade began to 
turn in the Soviet Union’s favour in the early 1970s, 
however, and in spite of the faster expansion of 
imports. Soviet export revenues and import expendi- 
tures remained cumulatively in approximate balance 
over the quinquennium. 


In the case of the Soviet Union, official volume 
data breaking down total trade into flows within the 
socialist area and trade with the market economies 
(developed and developing) are available; these 
indicate that most of the impetus for the strong 
expansion of trade volume in the first half of the 
1970s stemmed from the opening of east-west 
economic relationships early in the decade. In 
volume terms. exports to the market economies rose 
by 55 per cent in 1971-1975 and imports increased 
by 116 per cent, i.e. at annual rates of 9 and 17 рег 
cent respectively. A deterioration of Soviet terms of 
trade in the relationship with the market economies, 
in combination with the rapid expansion of import 
volume, resulted in a cumulative deficit amounting 
to about 5 per cent of export revenues ($2.5 billion) 
by the end of the period. However, a much more 
significant imbalance had arisen in the trade with the 
developed market economies ($7.3 billion, or over 
20 per cent of export revenues over the period). Most 
of this. however, was accounted for by developments 
in the last year of the period, 1975, when Soviet 
imports expanded especially rapidly while export 
growth fell off sharply. ’** 


Thus, trade trends had been generally favourable 
to the economy of the Soviet Union during the 
1965-1975 decade—especially in its second half— 
and could be expected to continue to be so in the 
1976-1980 period. One element contributing to this 
outlook for 1976-1980 was the adjustment of the 
price formation rules in intra-CMEA trade intro- 


335 1975 was a year of poor harvests in the Soviet Union (and a 
number of other east European countries), thus giving rise to 
substantial additional import requirements. At the same time, 
western economic activity—and therefore demand for eastern 
exports—was at the trough of the post-1973 recession. 
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duced early in 1975. The adoption of a five-year 
rolling average of world market prices as the base for 
the annual price-setting negotiations practically 
assured the Soviet Union, as the major energy 
supplier of the region, of a sustained improvement in 
terms of trade in the 55 per cent of its foreign trade 
conducted with the CMEA countries. 


(b) Five-vear plan targets for 1976-1980 


_ Against this background, the foreign trade inten- 
tions and expectations embodied in the five-year 
plans for 1976-1980 can be reviewed, together with 
the actual course of events in the second half of the 
1970s. Trade targets—which probably are in most 
cases minimum expectations expressed in volume 
terms, though this is usually not precisely specified— 
are normally formulated in the published plans in 
terms of the percentage increase of a five-year 
average of trade turnover (exports plus imports) over 
the equivalent magnitude for the preceding 
quinquennium. *** The targets established by the east 
European countries showed an average increase in 
the volume of trade turnover of slightly over 50 per 
cent (about 8.6 per cent per annum), varying from 
about 35 per cent (Czechoslovakia) to over 70 per 
cent (Romania). In most cases the targets implied a 
slight slowdown from the tempo in the preceding 
quinquennium. А pronounced deceleration was 
implied in the five-year target of the Soviet Union, 
which amounted to a 34 per cent increase, as against 
the 46 per cent growth experienced in the prior 
period (see text table in section 3.1(i), p. 127). 

In the plans of a number of countries, significantly 
above-average growth of trade within CMEA was 
specified, usually in the form of a rising share of 
trade with CMEA member countries in total trade 
turnover. If this is taken to refer to trade volume, it 
would have implied an expectation of a substantial 
slackening of trade with the rest of the world, but it 
may also have merely reflected the expected catching 
up of intra-CMEA trade prices to world market price 
levels under the new price formation rules noted 
above. 

While separate targets were stated for the growth 
of exports and imports in only a few countries, it was 
clear from policy discussions and other aspects of the 
five-year plans that in the countries of eastern 
Europe the volume of exports was intended to 
expand substantially faster than that of imports. This 
was certainly the case for the relationship in terms of 
values, since in a number of countries sharp im- 
provements in the balance of trade, or—notably in 
Poland—the full elimination of the trade deficit by 
the end of the decade, were made a part of the five- 
year targets. On the whole this effort focused on the 
acceleration of export expansion, especially of 
manufactures. In the planning of industrial 


36 1 should be noted that a measure of this type can differ 
significantly from the compound growth rate between end-years of 
successive periods. While it is possible, on certain standard 
assumptions, to derive implicit end-year growth rates from the 
target rates mentioned, it can be argued that this imputes too 
much precision to the foreign trade targets in the five-year plans, 
given the relatively large degree of uncertainty involved in 
planning in this sphere. For this reason the comparisons here and 
below are made between these five-year average targets and the 
actual performance between end-years. 
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production. separate targets for the production of 
exportables became prominent at this time, as did 
the institution of various incentive schemes to te 
management awards and the availability of funds for 
industrial expansion—especially of foreign currency 
allocations—to the achievement of gains in export 
earnings. Economies in the expansion of import 
requirements were certainly implied in the emphasis 
placed on more intensive development patterns and 
efficiency gains in industrial production in all the 
five-year plans. and also in the targets for some other 
sectors (notably agriculture) in а number of 
countries. But overall. the policy focus appears to 
have been mainly on export stimulation rather than 
on import substitution or a curtailment of the 
economies’ import propensity. These characteristics. 
as will be noted below. appear to differentiate the 
tenor of the 1976-1980 five-year plans from those for 
the 1981-1985 period in a number of countries. 


(с) Actual developments 1976-1980 


The broad trends outlined above were in fact 
attained in the second half of the 1970s (see table 
3.6.1). The main feature of the actual development to 
be noted here is the dramatic slowing of import 
growth in most of the east European countries: for the 
group as a whole. the expansion of import volume 
fell to a rate of 4 per cent annually from the rate of 
just under 10 per cent which had prevailed in the 
preceding period. While export growth also slowed, 
the deceleration here was much less significant— 
from about 9 to about 7 per cent annually. Some of 
these changes were associated—and in part causally 
linked—with the slowing of overall economic growth 
during the period. However, the elasticity measure 
for imports (the ratio of the percentage change in 
import volume to the percentage change in net 
material product) declined for the region as a whole 
from a value of 1.6 in the late 1960s to approximately 
unity in the late 1970s (and much more sharply in a 
number of individual countries), whereas the corre- 
sponding export elasticity increased over the same 
time span (and especially between the first and 
second half of the 1970s). These changes can be 
taken as a rough indicator at the macro-economic 
level that а substantial degree of structural 
adjustment took place during the period.**’ The 


37 Crude elasticity ratios measured from changes between the 
end-years of somewhat arbitrary sub-periods, such as those shown 
in table 3.6.1, must, however, be considered very approximate 
indicators of long-range trends. While the direction of change 
noted in the text appears incontrovertible, not much significance 
should be attached to the absolute level of the ratios shown in the 
table. A similar observation applies to the inter-country differences 
in the behaviour of the trade volume variables shown in the tables. 
While these are substantial, they may not be very significant 
analytically, but may rather derive from differences between the 
weighting systems (constant price bases) employed in the 
construction of the official national volume indices, about which 
not very much is known in most cases. What is significant is that 
all east European countries but one share in the broad trends 
noted in the text. In the case of the one exception—Romania—the 
volume index used is a secretariat estimate based on Romanian 
value and Hungarian price data, a procedure which may in fact 
have underestimated the degree of price inflation experienced in 
Romania’s substantial non-socialist trade. This in turn would have 
resulted in an overstatement of the volume growth rates for the 
1976-1980 period. 
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experience of the Soviet Union over the same period 
was rather different. Favourable terms-of-trade 
trends permitted the continuation of a more rapid 
expansion of import volume (at 6 per cent annually) 
than of export volume (5 per cent), so that trade 
flows continued to provide a net surplus of physical 
resources. even if not as pronounced as in the 
preceding period. 


While the trade volume information for the period 
indicates that a considerable amount of adjustment 
to unfavourable world market changes was accom- 
plished in the countries of eastern Europe, data on 
changes in trade values and the balance of trade 
show that these adjustments were not sufficient to 
achieve the desired progress towards an improve- 
ment in the overall external economic balance (see 
table 3.6.2 and the text table below). The trade deficit 
of the region continued to deteriorate, not only in 
absolute terms (to a maximum of $6.6 biilion in 
1978). which might have been merely a consequence 
of the rising international price scale, but also as a 
percentage of export earnings. In spite of a reduction 
in the level of the region’s trade deficits to about 
$5 billion after 1978 (followed by a more decisive 
improvement in 1981. to be discussed below), the 
cumulative total for the 1976-1980 period rose to 
more than 9 per cent of export earnings, as against 
7 per cent in 1971-1975. 


Eastern Europe and the Soviet Union: 
cumulative export/import ratios 


(Percentages) 
1971-1975 1976-1980 
Eastern Europe . УЗ 91.4 
Bulgaria. 94.0 101.6 
Czechoslovakia acd Seals 5 94.1 
German Democratic Republic . 94.9 89.2 
Hungary 93.9 88.8 
Poland 84.0 86.9 
Romania 99.7 93.2 
Soviet Union . 99.8 107.8 


Source: As for table 3.6.2. 


As in the preceding period, the bulk of the trade 
imbalances ш 1976-1980 stemmed from the 
relationship with the developed market economies. 
Trends in east-west trade will be discussed in more 
detail in section (1) below. A new feature of the 
second half of the 1970s was the appearance of a 
substantial imbalance in trade between eastern 
Europe and the Soviet Union, the main fuel and raw 
material supplier of the region. This development 
reflected the deterioration of eastern Europe’s terms 
of trade in these exchanges as the 1973-1975 world 
market price changes were gradually being intro- 
duced into the intra-CMEA trade price system. 
Though eastern Europe as a group remained in 
surplus with the developing economies over the 
period, in several countries of the region cumulative 
о also in these trade flows (see table 

о 
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Notably in Romania, which has always obtained the bulk of 
its fuel supplies from outside the CMEA area. Large cumulative 
surpluses were maintained by Bulgaria and Czechoslovakia. 


TABLE 3.6.2 


Eastern Europe and the Soviet Union: changes in foreign trade value and trade balances by partner region 
ee eee 


Annual percentage change? 


Trade balance, 


in billion US dollars® 


Exports Imports 
Country and Е 
trade partner втоир9 1976-1980 1980 198] 1976-1980 1980 1981 for aes 1980 1981 
Bulgaria 
World. sak: 17.3 2 3 12.4 
< . ы ; я 1 ы и 
Socialist countries . sae 14.4 11.6 = 14.3 ae 3 oe 93 т 
Developed market economies | Bose WP Segre OPH 54 26.0 A eats = OY 
Developing countries . 295 39.2 32 11.2 PRS 32 2.9 1.0 iI 
Czechoslovakia 
World. | ie 1233 13.1 = 10.8 6.5 —3 59: =O) 2 0.2 
Socialist countries . Saar New 8.8 2 10.9 5.3) = —1.6 —03 —0:] 
Developed market economies . 14.4 23.6 | 10.6 7.9 | 3.6 ~0.4| 
Developing countries . 128 ча За Ианя › to тада р Wu) ВЕ dul ИО 
German Democratic Republic 
World. ; ре 11.4 14.9 10* 11.1 ПХ 10* —8.4 sales 2.0% 
Socialist countries . А 10.3 8.7 Pe 10.1 16.3 12 —0:9 —0:1 = ude 
Developed market economies . 13.0 33.0 | * 27 16.5 | = 7-3 115.) 
Developing countries . 20.0 29.5 | р 17.8 43.9 | ‘he =() -| Se 
Hungary 
World. еды Wee 8.5 1 5.1 Se = —4.2 —0.6 —0.4 
Socialist countries . Pass 1.6 Sai) 7 = 0.1 | = 0.1 0.4 
Developed market economies . 17.6 14.1 =I 13.3 9.8 1 —3:9 0.7 a | 
Developing countries . 19.6 17.0 Sy 121 23.0 =13 == = 0.3 
Poland 
World. Shee? 10.6 5.0 =i) 8.8 8.9 —20 —10.6 = ==) 
Socialist countries . sae 9.1 —9.7 = It 13 1.5 = — 1.0 eal =! 
Developed market economies . 12:5 16.1 = 1.6 0.7 = 35) = —0.8 = 
Developing countries . 13.4 27.7 = 24.0 30.6 —49 0.6 =. 0.6 
Котата 
World. ме 17.2 24.0 11% 19.8 20.9 => ==. | 0.5* 
Socialist countries . cr 16.4 DP 8* 16.5 12.3 Il 0.3 0.3 02% 
Developed market economies : 18.0 20.4 | 13+ 122.5) Slt || —12* = 0.1 | 0.4% 
Developing countries . 20.1 т { 41.1 60.0 | —1.9 SIN | Е 
Eastern Europe 
World. Pee os, 12.4 13.1 = 10.9 252 =" —29.4 =, I Se 
Socialist countries . 10.4 7.2 lt 10.7 10.0 aye —4.1 —1.4 = 
of which; Eastern Europe 8.6 4.2 = (i 8.2 4.1 —6* = = = 
Soviet Union . 11.4 8.8 4* 12.0 13.1 oye =. =) =U 
Developed market economies . 15.5 215) 4% 8.3 8.5 | Awe 28 Де ах 
Developing countries . 17.7 30.6 | 24.3 41.4 | Deli —0.2 f ; 
Soviet Union 
World. cee 18.1 18.2 4 13:2 18.6 7 19.9 8.0 6.2 
Socialist countries. .°. . . 55 15.0 5 isi 11.4 2 13.5 5.0 6.2 
Developed market economies . 23.6 28.1 = IDES 19.9 4 = 0.2 =, 
Developing countries . 18.2 10.3 14 13.6 61.3 38 16.1 Del 1.2 


a 


Source: Secretariat of the United Nations Economic Commission for Europe, based 
on national foreign trade statistics. Figures for 1981 are in most cases secretarial esti- 
mates based on national trade data for the first 9-11 months, supplemented by trade 
partner statistics and trend analysis: these may be subject to substantial error margins 
and should therefore be considered first approximations only. 

“The partner country grouping follows the practice of the national statistical 
sources, which differs from the breakdown usually employed in United Nations publica- 
tions. Thus. “socialist countries” includes Yugoslavia and Cuba, in addition to the east 


In the case of the Sovier Union, by contrast, the 
financial counterpart of the real trends discussed 
earlier was a movement from approximate balance 
in 1971-1975 to a substantial cumulative surplus 


European countries, the Soviet Union and the Asian centrally planned economies. 
“Eastern Europe” refers to the six cast European country members of the CMEA shown 
separately in the table. 

Ь Growth rates and trade balances are calculated from trade values in national 
foreign trade accounting units converted to dollars at the conversion coefficients. used 
{or statistical purposes in national practice. In most — but not all — cases these are time- 
weighted averages of the official “basic” exchange rate against the dollar, as announced 
by national banks or other authorities. 


equal to almost 8 per cent of export earnings in 
1976-1980. While trade with the developed market 
economies remained in cumulative deficit over the 
period, the absolute level of the annual deficits 
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showed a downward trend (and a surplus was 
recorded~in 1980): in all other directions, surpluses 
rose sharply (table 3.6.2). 


In value terms. changes in the main directions of 
trade over the period differed substantially, growth 
rates being in general rather higher in trade with 
developed and developing market economies than in 
trade with the centrally planned economies both for 
eastern Europe and the Soviet Union (see table 
3.6.2). However. because of the very large differences 
in the pace and time pattern of price changes on the 
world market and in intra-CMEA trade (which 
makes up the bulk of trade with centrally planned 
economies for the countries of eastern Europe and 
the Soviet Union), these differences in the growth 
rates of current value by direction of trade are not of 
much interest analytically. In particular they do not 
permit inferences about shifts in real trade patterns. 
A similar statement applies to data on changes in the 
commodity structure of trade in current value terms, 
owing to the substantial difference in the commodity 
composition of trade in different directions. 

In order to throw some additional light on the real 
changes in the directions and commodity patterns of 
trade during the second half of the 1970s, the 
secretariat has constructed estimates of the growth of 
trade volume in five commodity groups (machinery 
and equipment, fuels and energy, raw materials and 
semi-finished products. foodstuffs, and manufactured 
consumer goods) for the two major trading areas 
(socialist countries, developed and developing 
market economies) which are usually distinguished 
in the trade statistics of the eastern countries. These 
езита(ез were obtained by deflating national value 
data on exports and imports in the two trading direc- 
tions and five commodity classes with the aid of price 
or unit value indices obtained primarily from 
Hungarian Statistics, supplemented with Polish and 
UN price data. The resulting estimates of commodity 
volumes were aggregated into country and regional 
totals in terms of their value at 1975 prices and 
exchange rates. **” 

Preliminary results of this study are shown in table 
3.6.3 (volume. price and terms of trade change in 
total trade and by major trading area. for eastern 
Europe and the Soviet Union separately) and table 
3.6.4 (changes in the commodity structure of trade by 
major trading area). A few of the key features of 
these results and their implications are discussed 
below. 


Three aspects of the data in table 3.6.3 are worth 
noting. First. it appears that, contrary to some expec- 


The resulting physical volume indices for the total exports 
and imports and the trade flows in the two trading directions can 
be expected to differ from the corresponding national data of any 
given country for a number of reasons, of which two are probably 
the most important: (a) differences in the base year selected for the 
choice of price weights; this can produce significant differences in 
a period of rapidly changing relative prices—e.g. the selection of 
1980 prices instead of 1975 prices would probably reduce the 
growth rate of most volume indices significantly owing to the high 
weight attached to the slow-moving energy and fuels component; 
(b) non-representativeness of the price index used to deflate any 
given commodity category owing to a divergent intra-category 
composition of the country’s trade. A direct comparison with 
national volume indices—which in most cases exist only at the 
level of total trade—is made difficult by the lack of information on 
the price weights employed. 


tations at the time of the formulation of the five-year 
plans for the period, trade with developed and 
developing market economies continued to expand 
somewhat faster than trade among centrally planned 
economies also in volume terms. This is in particular 
the case for the exports of the east European 
countries, which show a growth in volume of about 
4 per cent per annum in trade with other socialist 
countries and 6 per cent in trade with the rest of the 
world: on the other hand, their imports from each of 
these trading areas grew by less than 3 per cent 
annually. The trade of the Soviet Union (both 
exports and imports) with socialist countries 
increased by about 4 per cent annually, compared to 
a growth of about 5 per cent in trade with the rest of 
the world. The trend towards a greater real inte- 
gration of the two parts of the world economy thus 
continued to the end of the 1970s. 


Second, the data confirm the significant deterio- 
ration in the terms of trade of the east European 
countries and a sharp improvement in those of the 
Soviet Union. in addition to providing some detail 
on the regional structure of these changes. In the case 
of eastern Europe. the downturn in the terms of trade 
during the period was confined to its trade with other 
socialist countries (and almost certainly focused on 
trade with the Soviet Union as the region’s main 
energy and raw material supplier), but the small 
improvement (4 per cent) in the terms of trade with 
the rest of the world shown here has to be interpreted 
in the light of the starting year, which was just after 
the completion of the first big price shift on the world 
market. **° In the case of the Soviet Union, the terms 
of trade improved in both trading directions, but 
much more markedly in trade with the non-socialist 
countries. The large difference between the two 
measures (though not its precise numerical value) 
can be taken as an indication of the high economic 
opportunity cost to the Soviet Union of the lagged 
adjustment of intra-CMEA trade prices to the world 
market price structure. 


Finally, the data in table 3.6.3 also indicate a 
significant slowing of import volume growth after 
1978. As is noted elsewhere in this Survey, at about 
that time substantial policy re-orientations to redress 
sharpening domestic imbalances and to counter 
deteriorating external conditions were instituted in 
most countries of the region. 


The following aspects of ‘the evolution of the 
commodity structure of trade deserve particular 
attention (see table 3.6.4). First, the trends in trade in 
machinery and equipment. This category is the focal 
point of the development ambitions of the countries 
of the region and of their regional integration and 
plan co-ordination efforts in СМЕА. Because of its 
significance for the transfer of technology and 
modernization. it is also a core element of east-west 
trade interests. Trends between the two market areas 
in this commodity category diverged substantially. In 
trade among socialist countries—especially in east 


“ Easterfh Europe’s terms of trade with the developed and 
developing market economies had deteriorated some 20-25 per 
cent between 1970 and 1975. И should also be noted that the terms 
of trade measures shown here are calculated on unit value indices 
which, in contrast to true price indices, reflect changes in the 
commodity pattern of trade in addition to price changes. 


See SONS нони eM Oreign trade. box viwsmqutwh seinueos wom 8 


TABLE 3.6.3 


Eastern Europe and the Soviet Union: change in foreign trade value, 
volume, unit values and terms of trade, by major partner regions 


и tg 


Exports 
Meee Imports 


Percentage change from 


еее: Percentage change from 


preceding vear 


Index 1980 Index 1980 


(1975 = 100) 1978 1979 1980) 1981 (1975 = 100) — 1978 1979 190 1981 
EASTERN EUROPE 
Total trade 
Value’ 179 12.8 ial gai = 168 12.1 13.1 1222 —3 
Volume : 138 6 8 4 к 122 5 2 | —6 
Unit values” 130 6 9 9 | 138 7 1] 1] 3 
Terms of trade 94 —) =) =) 4 
of which: 
Trade with socialist countries 
Value’ 165 9.0 10.8 6.2 7 167 9.6 ИА 8.8 9 
Volume 4 122 3 Й =) = 114 2 2 | = 
Unit values?’ 135 6 4 8 9 147 8 6 8 13 
Terms of trade 92 = =) = —4 
Trade with developed market economies and developing countries 
Value“ 211 12.4 725 24.0 —4 172 10.6 18.5 15.6 =) 
Volume. 134 6 3 8 —- 114 2 = 1 =) 
Unit values? 158 6 ру 14 = 151 8 19 14 3) 
Terms of trade 104 = 2 = = 
SOVIET UNION 
Total trade 
Value’ 230 15.9 23.5 18.2 4 186 24.1 13.9 18.6 7 
Volume . 127 4 ] р = 133 14 2 7 10 
Unit values“ 181 12 22 16 6 140 9 12 1] ==) 
Terms of trade 130 7 9 5 9 
of which: 
Trade with socialist countries 
Value’ 184 ile (Mle 13.9 16 169 20.8 3.4 10.3 13 
Volume . 120 2 4 2 1 120 16 =| 3 4 
Unit values’ 153 9 7 11 15 140 4 4 7 9 
Terms of trade 109 3 3 4 6 
Trade with developed market economies and developing countries 
Value“ 268 10.1 35.4 22.2 3 182 lida) 23.6 27.9 12 
Volume . te: 129 4 | = 23) 558 127 7 7 15 13 
Е ао и. 9207 6 34 53 12 144 8 15 1] =| 
его баае ae. es 144 = 9) 20 21 13 


a 


Source; As for tables 3.6.1 and 3.6.2. 


Note: Total value and unit value changes for total trade and for trade with the market 
economies are expressed in terms of US dollars, whereas value and unit value changes in 
trade with socialist countries reflect value measured in transferable roubles. Роше 
indices for total trade are taken from national statistics: these have been aggregated for 
eastern Europe with weights reflecting the individual countries’ shares in the total trade 
of the region in 1975, measured in US dollars, Volume indices for trade with socialist 
countries and with market economies were obtained by deflating national data (supple- 
mented by secretariat estimates) on the value of trade in five major commodity groups in 
the two markets by Hungarian and UN price indices (see also note to table 3.6.4). This 


European exports and in Soviet imports—the volume 
of machinery rose at strongly above-average rates 
and increased its share in the total (to over 55 per 
cent in the case of east European exports). The pace 
of growth was even more rapid (at a remarkable 9 
per cent per annum) in east European exports to the 


exercise was conducted in terms of transferable roubles tor trade with socialist countries 
and in US dollars for trade with market econonpies: deflated commodity group data were 
aggregated for each country and for eastern Europe in terms of their value in 1975 
transferable roubles or US dollars. respectively. All wmitva/ue and terms-of-trade indices 
were derived trom the value and volume figures. Apparent inconsistencies between the 
four indicators for any given year reflects separate rounding after calculation from 
unrounded numbers. All figures Гог 1981 are secretariat estimates 


“In terms of US dollars. 


‘Tn terms of transferable roubles. 


market economies. Since the growth of imports in 
this commodity group registered in the trade data of 
developed market economies has been quite modest 
in recent years, this must reflect mainly exports to 
developing countries. Machinery imports from the 
market economies. on the other hand. were. by the 
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TABLE 3.6.4 


Eastern Europe and the Soviet Union: changes in the commodity structure of foreign trade, by major regions 
(Average annual growth rates and shares, in per cent) 
Ce И ee и 


Trade with socialist countries 


Trade with market economies 


Share in total 


Share in total 


1980 1980 


Volume 


Country group and growth rate 


Volume 
Prices of: grovih rate Prices of: 


commodity category 1976-1980 1975 1975 1980 1976-1980 1975 1975 1950) 
EASTERN EUROPE 
Exports : 
Machinery and equipment 5.8 50 54 56 9. | 19 22 21 
Fuels and energy йа" — 7 4 6 =O 18 13 18 
Raw materials and semi-finished 
DIOCUCtS о ею в В 1.3 17 15 14 6. | 27 28 28 
Foodstuffs . 4.3 1] 1] 10 3.1 19 16 19 
Consumer goods. 52 15 16 14 10.0 17 21 19 
Total 4.0 100 100 100 0 100 100 100 
Imports 
Machinery and equipment 2.9 37 37 37 =O 29 24 29 
velsrandrenere уе Dal 21 я 27 10.1 8 12 17 
Raw materials and semi-finished 
products . 3.0 28 28 24 1 46 42 41 
Foodstuffs . 05 7 6 6 6.9 12 5 13 
Consumer goods. 3.2 7 8 6 7.4 5 if 6 
Total 2.6 100 100 100 2.6 100 100 100 
SOVIET UNION 
Exports 
Machinery and equipment 5.4 24 26 23 5.1 1] 1] 8 
Fuels and energy beac 8.0 26 32 40 И.Э 40 44 55 
Raw materials and semi-finished 
products. OLA 31 26 22 3.4 19 18 14 
Foodstuffs . —10.6 5 3 2 —6.4 3 2 ] 
Consumer goods. a webs 4.2 3 3 5 om 3 3 2 
Орест 5 2. . . a a 6 3) 1 10 10 3.6 24 22 20 
Total 9.1 100 100 100 ae 100 100 100 
Imports 
Machinery and equipment 5 39 43 44 == (0:2) 29 22 23 
Fuels and energy ie: = 72.6) 3 | 2 5. | 5) 3 5 
Raw materials and semi-finished 
products . Е Mays 37 1] II 10 5] 31 32 31 
О О 4 6 в бы в 1.6 21 19 18 10.1 25 32 31 
Consumer goods. Deg) 1% 18 18 6.7 6 5 
Unspecified 7.0 7 8 8 OF 4 5 5 
Total 3.8 100 100 100 5.0 100 100 100 


Source : Secretariat of the United Nations Economic Commission Гог Europe, based on national statistics on the commodity structure of foreign trade at 


current prices and on Hungarian and Polish data on foreign trade prices. 


Nore: The volume growth rate Гог 1976-1980 and the commodity structure in 1980 at 1975 prices are secretariat estimates obtained by deflating national 


data on trade in each commodity category and trade direction with the aid of rouble and non-rouble trading area price statistics for Hungary, sup 
similar Polish data and, for the deflation of Soviet exports of fuels and energy to market economies. an index of unit Values 


plemented by 
for LEC country imports in this 


commodity class (UN Monthly Bulletin of Statistics, March 1981. table Е). See also note to table 3.6.3. 


end of the period. slightly below their 1975 levels in 
volume terms both in eastern Europe and in the 
Soviet Union. Inspection of the underlying annual 
and country data shows that this reflects rather 
different trends over the intermediate period. In the 
Soviet Union it was the result of sharp contraction in 
1979 and 1980 after an unspectacular but steady 
increase in the preceding years, which is almost 


certainly connected with the substantial slowing of 
investment growth after 1978. In contrast. in eastern 
Europe an overall stagnation from the beginning of 
the period occurred which. however. was caused 
entirely by a steady decline in Polish imports (if 
Poland is excluded. machinery import volume 
increases at almost 6 per cent annually over the 
period). 
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‚ Second, the continuing substantial real growth of 
imports of fuels and energy into eastern Europe 
should be noted. The volume of the region’s total 
imports from all sources in this category appears to 
have risen at an annual rate of nearly 4 per cent, or 
at almost the rate of growth of net material product. 
Since the volume of fuel and energy exports of the 
region declined over the same period. the net import 
volume of fuels and energy rose even more substan- 
tially—at an annual rate approaching 12 per cent. *! 
Against the background of the relatively very high 
energy intensity of production in the region, these 
figures shed an important light on the difficulties of 
the adjustment problems now faced by most of these 
countries and addressed in their medium- and short- 
term plans for the coming years. 


The third feature to be noted in this review of the 
commodity composition of trade is the rapid rise in 
the volume of foodstuffs imports from outside the 
region in both Soviet and east European trade. These 
are largely imports of fodder grains necessitated by a 
succession of several poor harvests ага time when 
livestock herds had been greatly expanded in an 
effort to improve the national diets. In the case of 
eastern Europe, this development has turned the 
region into a net importer of foodstuffs from the 
market economies since 1976 (although overall it is 
still in a net export position), a fact which in a 
number of countries is considered to impose an 
unnecessary burden on the balance of payments in 
convertible currencies. One of the focal points of the 
five-year plans for 1981-1985 is therefore a sharp 
improvement of the fodder supply balance. 


(4) Five-year plans 1981-1985 


The expectations for the development of foreign 
trade volume and the underlying strategies to shape 
the future course of these flows embodied in the five- 
vear plans for 1981-1985 reflect the experience of the 
last five years outlined above. Since in most countries 
of the region the medium-term strategies were put 
into final form only in the closing months of 1981. 
the difficulties and imbalances emerging during the 
closing years of the decade, and even more recently. 
appear to have been given much weight (see the 
country summaries in chapter 3.1(11) above). A broad 
synthesis of the apparent implications of these 
national targets for foreign trade at the regional level 
is attempted in the following paragraphs. 


An important caution is necessary regarding the 
limitations of conclusions—especially quantified 
conclusions—based on a reading of the plans in this 
field. In the first place, the direct information on plan 
targets is relatively much more sparse than that on 
targets for other areas of economic activity. But more 
importantly, the nature of the published targets 1s not 
fully evident. In this field. where outcomes depend, 
to a much larger degree than in other areas, on 
events outside the control of national decision- 
makers, the difference between minimum require- 


341 The above estimates, incidentally, are not much affected by 
the decline in Polish coal exports which began in 1980 (the growth 
rate of the volume of net energy imports for 1975-1979 was 
11.6 per cent annually). Very similar growth rates can be obtained 
from the data on physical volumes of fuel trade in United Nations, 
Yearbook of World Energy Statistics 1979, New York, 1981. 


ments, reasonably certain achievements and desired 
ог орита| outcomes can be very large indeed. In 
most cases there is no way of knowing which 
definition underlies the published target figures. In 
fact, practices in this respect probably vary substan- 
tially between countries. While broad qualitative 
directions of strategy can indeed be derived reliably 
from the plans. all quantitative statements below 
should be read in this light. 


Quantitative goals stated in the published five-year 
plans for 1981-1985 are on the whole confined to 
targets for the rate of increase of trade turnover 
(exports plus imports). A comparison of these stated 
goals for 1981-1985 with the goals for the preceding 
plan period on the one hand and with the actual 
performance during this period on the other leads to 
the conclusion that some further slowing of trade 
volume growth 15 expected.**? Presumably. this 
expectation is based on the analysis of the antici- 
pated development of domestic supply capacity and 
requirements on the one hand, and of projected 
trends in foreign demand and trade policies abroad 
on the other hand—though, as noted above, not very 
much is known about the mix of considerations 
entering into this result. 


For the countries of eastern Europe jointly, the 
expected deceleration is not large—from a 40 per 
cent increase in the five-year average turnover in 
volume terms (annual growth rate of 7 per cent) to 
an estimated combined increase of about 35-37 рег 
cent (annual growth rate somewhat above 6 per 
cent). In the case of the Soviet Union, the slowdown 
is much more substantial: from a 32 per cent increase 
(annual rate of almost 6 per cent) to a 22 per cent 
increase (annual rate of about 4 per cent). The 
precise figures are not very important, since trade 
turnover is in itself not an analytically very 
interesting magnitude, but what does matter is that 
with the exception of Romania and—only 
marginally—Czechoslovakia, ail countries of the 
region appear to share a “bearish” outlook for the 
development of trade flows in the first half of the 
1980s. The causes for this will vary from country to 
country, reflecting a mixture of purely domestic 
factors, external adjustment (balance-of-payments) 
pressures, strategic decisions and analysis of the 
external outlook. However, it is difficult to evaluate 
this expected deceleration of the turnover aggregate 
in the absence of information on the contribution of 
planned export and import flows. It may be noted, 
nevertheless, that in no country does the planned or 
expected deceleration involve a “withdrawal” from 
trade in the sense that the share of foreign trade in 
national income is expected to decline. The elasticity 
coefficient, which measures the relation between 
trade and national income growth, remains well 
above unity in all cases (see table 3.6.1). ** 


In addition to the turnover target, the five-year 
plans of a number of countries—or the policy expla- 


2 See the text table in section 3.1(i), р. 127 and table 3.6.1. 


3 Among the six countries for which this information can be 
derived, the elasticity coefficient for trade turnover shows an 
increase in three (Bulgaria, Czechoslovakia and Romania), 
implying accelerated growth of the trade share in national income 
during the plan period, and a decline in the remaining three (the 
German Democratic Republic, Hungary and the Soviet Union). 
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nations accompanying them—contain specific targets 
for the share of the socialist countries in total trade 
turnover by 1985; in all cases a significant increase in 
this share is indicated. In the case of the Soviet 
Union, for instance, this share is to be raised from 54 
per cent in 1980 to 58 per cent in 1985. °*** In combi- 
nation with the planned increase in total turnover of 
22.5 per cent, this implies that trade with the socialist 
countries is to increase by some 32 per cent (as 
against a 30 per cent increase over the preceding five 
years), and—residually—that trade with developed 
and developing market economies is to rise by only 
12 per cent (as against 29 per cent in 1976-1980). In 
other words and in terms of annual rates, the pace of 
volume growth in trade with socialist countries is to 
accelerate slightly, from just over 5 per cent to almost 
6 per cent, whereas in trade with the market 
economies the pace is expected to decelerate from 
over 5 per cent to about 2 per cent. Similar implica- 
tions can be derived also from the trade target state- 
ments of a number of east European countries. 
Together they would add up to the conclusion that a 
very sharp deceleration in the growth of east-west 
and east-south trade is implicit in the current set of 
five-year plans. Moreover, since most east European 
countries—though not the Soviet Union—explicitly 
intend to favour the expansion of exports over 
import growth, the above conclusions derived from 
statements about ‘urnover targets would apply even 
more strongly to the outlook for eastern imports from 
the market economies. 


This is perhaps as far as the formal analysis of the 
quantitative information in the five-year plans 
should be taken. Additional considerations of a more 
qualitative nature can be mentioned. In part these 
will throw doubt on the conclusions reached above, 
while other parts will reinforce them. 


To begin with, targets for intra-socialist trade are 
the firmest element in the planners’ calculations. 
These are based on relatively concrete undertakings 
for the growth of mutual deliveries contained in the 
five-year trade agreements (largely concluded in the 
course of 1981), the bilateral long-term programmes 
for specialization and co-operation in production 
between the Soviet Union and the east European 
countries, and the important body of multilateral 
target programmes, together with the corresponding 
implementation measures, which were arranged in 
1980 and 1981 under the auspices of CMEA. They 
therefore constitute a component of the medium- 
term projections which can be entered into the plan 
balances without large safety margins. The planners’ 
projections of trade flows with the rest of the world, 
on the other hand, must be considered to comprise a 
substantial probability component, and it is possible 
that these are included in the balances at the lowest 
levels which can be expected to be attained with 
certainty. This would not necessarily imply that they 
are to be restrained to these levels if it should appear 
feasible in the course of the implementation of the 
plan to enlarge these flows. This interpretation may 


*** Deputy Prime Minister К. Baibakov in his statement intro- 
ducing the draft law on the five-year plan to the USSR Supreme 
Soviet (Pravda, 18 November 1981). The figure for the total 
turnover increase, which is not specified in the text of the plan law, 
was given in the same speech. 
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be backed by the observation. already noted earlier 
(see sections 3.1(ii) and 3.1(iii)), that the national 
plans of all countries of the region in one form or 
another avow the intention to expand and diversify 
trade with the developing countries and to develop 
further the relations with developed market 
economies on the basis of equality and mutual 
benefit. 


On the other hand. however. the conclusion that 
sharply lower rates of trade growth in volume terms 
are part of the overall intentions in the east 
European countries—especially as regards imports. 
and with a particular impact on imports from the 
market economies—is supported both by the macro- 
economic thrust and the sectoral detail of the 
development plans of most of these countries. 


With regard to the first. the sharp curtailment or 
virtual cessation of investment growth in all countries 
(which with the inclusion of Poland probably 
amounts to an absolute contraction for the region as 
a whole) has obvious implications for foreign trade. 
Because of the substantial import component of 
investment, this in itself is bound to have an unam- 
biguously negative effect on the growth of trade 
flows. 


Some of the sectoral aspects have been discussed in 
earlier parts of this Survey; their overall impact 
should be a relative reduction of the weight of the 
more import-intensive lines of activity in overall 
production, as part of the effort at structural 
adjustment. Against a background of slowing growth, 
this also should have a net effect of reducing import 
growth. *** 


A final element to be mentioned right be called 
the micro-economic thrust of the plans: the strong 
stress on obtaining more output per unit of input. 
which is often specifically directed most strongly at 
imported inputs. In some countries (notably in 
Czechoslovakia) this is explicitly termed an “anti- 
import” policy and is backed by new measures. 
including currency control measures, designed to 
contain what is considered an excessive import 
propensity of production activity.*** In a more 
general way, the effort to achieve improved micro- 
economic efficiency has in most countries been 
supported by industrial price reforms, which in most 
instances tend to make imported inputs—and not 
only the energy inputs—relatively more expensive. 


(ii) Current developments in foreign trade 


Export volume growth slowed significantly in the 
European centrally planned economies in 1980, a 
slackening which was followed by an absolute 
decline of about 3 per cent in 1981. Import volume 
changes of the region—a 4 per cent rise in 1980 


“п some cases (notably in the five-year plan of the German 
Democratic Republic) this restructuring effort is explicitly directed 
at the diversion of trade from non-socialist to socialist sources of 
supply. 

*° That in Czechoslovakia’s position as a country with a 
dominant secondary (processing) industrial sector this should not 
be interpreted as a policy of withdrawal into autarky or even a 
lessening of trade intensity was strongly avowed by Deputy 
Foreign Trade Minister J. Jakubec in a recent statement (Hospo- 
darské Noviny, 1982, No. 3). 
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Eastern Europe and the Soviet Union: changes in foreign trade value and volume 
(Annual growth rates in percentage) 


i eS a ee SRN 


Value 


Volume 


1980 198] 


1980. 198] 


Plan 


Plan 
1982 


198] 


Exports Imports Exports Imports EXports Imports turnover Exports Imports turnover 
Eastern Europe . Isai 12.2 = | = 4 ] = —6 
Вы ага ие 0.2 ИЛ 3 11 12 3 0 
2g a ie 3. 3 2 4 : 
Czechoslovakia . 13.1 6.5 = = 5 —2 Е И 
German Democratic 
Republic 14.9 |7 10 10 3 4 16.0 15.0 
Hungary eet ets С 8.5 57 | = | =] = pa 
BOLAN Glewm ес, 50) 8.9 — Pl —20 =4 =) — 
Romania 24.0 20.9 1] =] 12* 5* —9 ne I 14.0 
Soviet Union. 18.2 18.6 4 7 2 i =) 10 


Sources: As Гог tables 3.6.2 and 3.6.3. 
Votre: Value changes are measured in terms of US dollars. 


“Exports 7-8 per cent. 


which slowed to a 2 per cent increase in 1981— 
resulted from contrasting trends in the Soviet Union, 
where import volume expanded at a substantial pace 
in 1980 and accelerated even more in 1981. and in 
the east European countries, where a pronounced 
deceleration in 1980 was followed by an absolute 
decline in the following year. As the discussion of 
medium-term trends has already shown, domestic 
structure and the impact of external developments 
differ so much between the Soviet Union on the one 
hand and the eastern European countries on the 
other that a discussion in terms of overall regional 
aggregates makes little economic sense. Their recent 
trade experience will therefore be reviewed 
separately. 


The countries of eastern Europe have fully shared 
in the downturn of world trade in the last two years 
(a slowing of world export expansion from 8 per cent 
in 1979 to 2 per cent in 1980, followed by a 3 per cent 
decline in 1981). After a long period of steady 
expansion at rates fluctuating between 6 and 8 per 
cent, export volume growth of the area had dropped 
to 4 per cent in 1980, and turned into an absolute 
decline. estimated at 2 per cent, in 1981 (see text 
table above and table 3.6.3 for additional detail). **’ 


47 This review will be conducted in terms of volume changes 
wherever this is feasible. even though this involves a substantial 
amount of estimation in the case of data for the last year. Data on 
changes in trade values are shown in the tables for reference 
purposes. For the sake of comparability with other value data in 
this Survey and other international data sources, these reflect 
values measured in US dollars even for trade flows largely 
conducted in other currencies (e.g. шиа-СМЕА trade). In 
consequence, value changes will differ from those shown in 
national sources. (For an explanation of exchange rates used, see 
note to table 3.6.2). Owing to the strong appreciation of the dollar 
against other currencies in 1981, the change in the year-to-year 
variations of trade value measured in dollars is so different from 
those observed in earlier years, and so differently related to the 
changes in trade volume, as not io be very helpful for the compre- 
hension of real trends. The exchange rate changes also pose analy- 
tical problems in a number of other spheres—in particular, as will 
be noted below and elsewhere in this Survey, in the interpretation 
of changes in stocks—e.g. the value of debt outstanding—and their 
relationship to the corresponding flows—e.g. new borrowing. They 
also may distort the meaning of the behaviour of trade balances, 
which are usually not reduced to volume equivalents. 


hr 
"Exports 6-8 per cent, imports 2—3 per cent. 
“Exports unchanged, imports —3 per cent. 


Ч Exports 21 per cent, imports ! per cent. 


Import volume, the expansion of which had been 
decreasing for a longer period, as noted earlier, but 
which had still been growing at 1-2 per cent for the 
group in the preceding two years, declined by a full 
6 per cent in; 1981. 


Information on national intentions or expectations 
in the area of foreign trade is generally rather spare. 
From what data are available, it appears that import 
expansion was in most cases to be held below export 
growth as part of the external adjustment effort, but 
that overall some increase was still expected. Broadly 
speaking it would thus seem that the decline in 
export earnings reduced the import capacity of the 
region and forced sharper import restraints than had 
been anticipated. This would have been consistent 
with the intention in all countries to hold down or 
reverse the growth of external debt. However, some 
other causal chains are also reflected in the aggregate 
results for the region. The sharp reduction in the 
production of exportables—notably coal—in Poland 
reduced export volume from the supply side, and this 
may have also had repercussions on the supply 
capacity of some neighbouring countries for which 
Poland is an important supplier of production inputs. 
In intra-area trade, the drop of supplies from Poland 
appears to have resulted in nearly corresponding 
cutbacks in counter-deliveries, a decline in one set of 
bilateral flows which does not-appear to have been 
offset to any significant degree by an intensification 
of the remaining bilateral relations within eastern 
Europe, and thus had a downward effect on the 
overall results. 


In view of the extreme changes in the foreign trade 
of Poland, it may be worth asking to what extent 
these affect the results for eastern Europe as a whole. 
Rough estimates show that without Poland, export 
volume growth of the group declines from 8 per cent 
in 1979 to 5—6 per cent in 1980 and 2-3 per cent in 
1981, while import behaviour in the same years 
shows changes of 3 per cent, 1-2 per cent, and minus 
1--2 per cent, respectively. In other words, the trend 
is roughly the same, if slightly less steep, with the one 
significant change that in the aggregate the 
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remaining countries of eastern Europe still appear to 
have attained a small increase in export volume in 
1981. 


The foreign trade developments in the Soviet 
Union. as noted above. followed a somewhat 
different path in the last two years. The growth of 
Soviet export volume had been slowing for several 
years from the high rates reached in the middle of 
the 1970s; a low rate of 1-2 per cent in 1979 and 1980 
(which was significantly below the roughly 3 per cent 
growth rate of aggregate production) turned into a 
decline, estimated at about 3 per cent, in 1981. As 
will be noted from table 3.6.3, while export growth 
slowed also in trade with the socialist countries. the 
downturn in overall export volume stemmed from a 
much sharper contraction (8 per cent in both of the 
last two years) of exports to the developed and 
developing market economies. In view of the prepon- 
derant share of fuels and energy in the latter trade 
flows (55 per cent of the total in 1980, and over 
65 per cent of exports to developed market 
economies; see table 3.6.4), the bulk of the reduction 
must have been accounted for by a decline in the 
volume of exports in this commodity group, *** which 
faced increasingly weak markets over the last two 
years. 


Soviet imports, on the other hand, increased by an 
estimated 11 per cent in volume in 1981, thus 
continuing the acceleration (7 per cent) noted in 
1980. Swings in Soviet import volume are typically 
very wide: expansion has gone from | per cent to 
15 per cent in successive years several times in the 
last decade in a sequence which is broadly correlated 
with harvest results and foodstuff—in particular 
fodder grain—import requirements, although other 
factors also affect the variations, such as, e.g. the 
starting-up of major investment projects with a high 
import content. In 1981, additional foodstuffs 
imports account for a very significant part of the 
upswing, but nonetheless probably not much more 
than one half of the total.**? Therefore, a very 
substantial increase in import volume remains to be 
explained. 


Estimates suggest that most of the growth in 
import volume over the last two years originated in 
trade with the developed and developing market 
economies. (see stables 3.6.3) ве. expansion Sof 
imports from the socialist countries has been 
relatively low in recent years. To a large part this 
reflects the onset and course of the economic crisis in 
Poland, since imports from that country have been 
declining in volume terms since 1979, but the 
expansion of import volume from the other east 


*“ This conclusion is confirmed by western data on fuel imports 
from the Soviet Union: see section 3.6(iii). 


“ Unfortunately, data on the commodity composition of trade 
changes are still scarce. The above statement is based on the obser- 
vation that the share of the increment in imports from Argentina, 
Brazil, USA and Canada—the major foodstuffs suppliers—in the 
total increase in Soviet imports from non-socialist countries during 
January-September 1981 came to less than 40 per cent. On the 
other hand, the large increases in imports from Finland—probably 
best explained from the thrust for medium-term balancing of 
bilateral trade flows under a clearing arrangement, and which 
certainly has a very small foodstuffs content—accounted for a full 
15 per cent of the increment (or 35 per cent of the import 
increment in trade with developed market economies). 


European countries has also not been notably 
dynamic, especially considering the substantial 
improvement in the Soviet terms of trade over the 
period. 

The developments in the trade volume of eastern 
Europe and the Soviet Union during the most recent 
years have been accompanied by a continuation of 
the rerms-of-trade trends observed earlier for the 
latter half of the 1970s—that is, an overall adverse 
movement in the case of eastern Europe and 
continued improvement in that of the Soviet Union. 
Again the experience of the east European countries 
in the two major marketing areas was rather 
different: price trends in their trade with the market 
economies appear to have been broadly neutral over 
the last two years. whereas in intra-socialist trade a 
significant deterioration became evident in 1981, 
which can be expected to continue—and probably to 
sharpen—for the next three to four years as the 
1979-1980 oil price jump is absorbed into the intra- 
CMEA trade price system.**’ This latter movement 
had its counterpart in improvements of 4 and 6 per 
cent in the two years, respectively, in the terms of 
trade of the Soviet Union in exchanges with the 
socialist countries. Much larger improvements in 
Soviet terms of trade with the market economies, 
again reflecting the large fuel component in exports, 
continued into 1981 on a year-over-year comparison, 
but probably diminished steeply in the course of the 
year and may be reversed in 1982 if present world 
market oil price trends continue. 


The trade balance results of the volume and price 
changes discussed above are shown in the text table 
on page 293 (for country detail, see table 3.6.2). 


For the countries of eastern Europe, these changes 
produced in 1980 a pronounced shift in the regional 
structure of the trade balance, but no further overall 
improvement in the deficit after the reduction from 
the peak level of 1978 which had been achieved in 
the preceding year: a $1.3 billion improvement in the 
balance with the market economies (developed and 
developing) was fully offset by an equivalent deterio- 
ration in trade with socialist countries. In 1981, by 
contrast, the overall deficit was reduced substantially 
(by $1.9 ЫШоп); this again reflected contrasting 
changes in the two trading areas. 


Attention is drawn here to the regional structure of 
the trade balance because the emergence of deficits 
or surpluses in the two trading areas (which largely 
coincide with the two spheres of currency and 
payments arrangements: transferable rouble 
settlement under essentially bilateral clearing on the 
one hand, convertible currency settlement on the 
other) **! poses rather different economic 


*°'The recent softening and decline in real terms of world 
market oil prices is not likely to mitigate this trend very much, 
since it is merely a softening at the margins of what amounted to 
a 150 per cent increase in the price of crude, the bulk of which 
remains to be absorbed into the CMEA price system. 


*' The significant distinction is that between the currency and 
settlement modalities of trade and trade balances, rather than that 
between the geographical directions of trade, the principle on 
which the data are arranged here. However, even though there is 
a certain volume of convertible currency trade among socialist 
countries. at the level of broad trends the currency distinction 
coincides with the geographical division. 
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Eastern Europe and the Soviet Union: trade balances by partner group 
(Billions of US dollars) 


er re ere Peery weer бай д ое ork eee ви od 


Eastern Europe Soviet Union 
Trade pariner group 1978 1979 1980 19814 1978 1979 1980 1981 
World. —6.6 hy, | =) | 3h) 1.6 6.9 8.0 6.2 
Socialist countries . = =). | а =. 0.7 3 5.0 6.2 
Developed market | ы 
economies. Е —6.4 =5.4 =H.) || 3.3 1) 0.2 Balle? 
Developing countries . 1.0 0.4 = Wee 1.0 4.2 4.7 Dey, №2 


———————диыыы——А—З——.А,—————— 


Source and trade partner groupe: As for table 3.6.2. 


“Secretariat estimates (see note to table 3.6.2). 


management and policy issues, owing to the very 
large differences between the two trading areas in the 
institutions determining trade flows and the arrange- 
ments for financing trade imbalances (including the 
conditions and costs of financing). Though it is statis- 
tically convenient, the presentation of an overall 
balance expressed in a common currency tends to 
mask this fact. 


The appearance of a significant deficit in the 
socialist trade of eastern Europe in 1980 and again, 
more sharply, in 1981, is mainly due to the evolution 
of the Polish trade balance in these two years, the 
virtual elimination of Poland’s deficit with the 
market economies having been more than offset by a 
rising imbalance with other СМЕА member 
countries (almost entirely in trade with the Soviet 
Union). 


The deficits with the market economies have come 
down very sharply over the two-year span not only 
for the region as a whole, but also in the majority of 
the member countries taken separately (see table 
3.6.2). **? While the direction of change reflects the 
policy thrust of some years’ standing of all of the east 
European countries to improve foreign trade 
balances, especially in trade with the convertible 
currency area, the outcomes of the last year can be 
considered improvements only in a rather technical 
balance-of-payments sense. Whereas the reduction in 
the trade deficits in 1980 occurred on the basis of 
continued export growth and at least some import 
growth in volume terms, in 1981 the sharp stagnation 
of external demand as well as, in some cases, the 
deterioration of domestic supply conditions, and 
hence the worsening of the earnings prospects of the 
east European countries, necessitated a contraction 
of import volume in order to insure further improve- 


2 This reduction in deficits reflects the sometimes divergent 
evolution of trade balances with developed market economies on 
the one hand and developing countries on the other. Owing to the 
relatively small share of developing countries in the trade of most 
east European countries (with the notable exception of Bulgaria 
and Romania), the dominant influence was the evolution of trade 
with developed market economies. which will be reviewed in 
detail in section (iii) on east-west trade below. Exceptions to the 
statement in the text appear to be the German Democratic 
Republic and Hungary: notable turnings of the trade balance with 
all market economies from deficits into surpluses occurred in 
Czechoslovakia (in 1980, maintained in 1981). Poland and 
Romania (in 1981). 


ment of trade balances. The cutback was probably in 
the first instance supported by the sharp reduction in 
investment activity reported from the countries of the 
region, but in most countries it also affected the 
availability of imported industrial inputs, with 
negative consequences in turn for production 
performance and export capacity. Moreover, the 
reduction in trade deficits did not even lead to an 
improvement in the current account of the balance of 
payments, since this continued to deteriorate under 
the impact of the rapid rise in international interest 
rates (section (iil) below). 


In the case of the Soviet Union, the terms-of-trade 
gains registered in 1980 permitted a further im- 
provement in the overall trade surplus even while 
import volume expanded much faster than that of 
exports. Though price movements continued 
favourable to Soviet foreign trade through much of 
1981, the further acceleration of import volume 
growth noted above, in combination with declining 
export volume, reduced the surplus in that year. 
which in overall terms nonetheless remained 
substantial. 


However, in the Soviet case, too, there was a 
pronounced shift in the regional structure of the 
external balance, and therefore probably also in its 
currency structure. The estimated $1.2 billion 
increase in the Soviet trade surplus with socialist 
countries reflects the opposite change in the trade 
balance of the east European countries noted 
above. **? This increase was more than offset by the 
deterioration of the trade balance with the developed 
and developing market economies jointly, which 
reduced the substantial trade surpluses of earlier 
years to a few million dollars in 1981. The Soviet 
overall surplus position is thus based in its entirety 
on the country’s socialist (i.e. essentially rouble- 
denominated) trade for the first time since 1976. In 
the intervening years, very substantial surpluses with 


‘\ The /evel of east European and Soviet trade balances shown 
in the table does not match by definition, since the underlying 
trade flows include trade with Yugoslavia, Cuba and the Asian 
planned economies in addition to the intra-area trade between 
eastern Europe and the Soviet Union. Apart from this, some 
mirror statistics problems and. in the dollar transformation of the 
data. cross-rate inconsistencies between the national exchange 
rates against the dollar affect the comparability of the two sets of 
figures. 
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the developing countries had always more than offset 
Soviet deficits in trade with the developed market 
economies. These surpluses were sharply cut in 1980 
and 1981 by the large upswing in Soviet imports— 
mainly foodstuff imports—from — developing 
countries in the last two years (in dollar terms, 
increases of 60 and 40 per cent in import value in 
1980 and 1981. respectively). 


This disappearance of the convertible-currency 
trade surplus of the Soviet Union in 1981 affects the 
short-term outlook for Soviet imports from outside 
the socialist area. In conjunction with the expec- 
tation, noted earlier, that terms-of-trade movements 
in 1982 will not be as favourable as they have been 
for the last several years, and with the probability— 
based on the 1981 harvest outcome—that substantial 
foodstuff imports will also continue in the current 
year, it suggests that Soviet import expansion in 
volume terms will, at least in the short run, be much 
more similar to the pace of export growth than has 
been the case in the recent past. 


Most countries of the region have not published 
plan targets for 1982 in the foreign trade field, and in 
some of the cases where figures were supplied, they 
are so high that they must refer to targets in terms of 
current value, incorporating unknown assumptions 
about the future course of price movements. *5* 
However, given the general atmosphere of 
retrenchment in the national development plans and 
the substantial debt servicing burdens facing most 
east European countries, it is hard to foresee a strong 
import demand impulse coming from the eastern 
countries in 1982. 


(iii) East-west economic relations 


(a) General trends 


The development of east-west economic relation- 
ships has been uneven during the past year. 
Although certain aspects of east-west economic co- 
operation have improved, as evidenced most notably 
by the conclusion of a number of long-term agree- 
ments, nevertheless the overall economic slowdown 
has been reflected in declining east-west trade. 


In general, the developed market economies 
responded to the second round of oil price increases 
by adopting policies which’ reinforced the 
deflationary impact of the oil price rise. This in turn 
led to sluggish economic activity, including western 
trade with the east.*** However, other factors also 
played a role: more restrictive and selective measures 
regarding trade in the west, import restraints in the 
east stemming from current account imbalances in 


“+ E.g. 15 per cent in the annual plan of the German Demo- 
cratic Republic. 14 per cent in that of Romania. 

*“*The term “developed market economies” (or Юг 
convenience “west” or “western”) as used here refers to the 
countries of western Europe (including Turkey and Yugoslavia), 
North America and Japan. This grouping is intended only for 
statistical convenience. The term “eastern Europe” refers to 
Bulgaria, Czechoslovakia, the German Democratic Republic, 
Poland and Romania taken together; the term “east” or “eastern 
foe ea refers to eastern Europe together with the Soviet 

nion. 
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some CMEA member countries, and the further 
slowdown in eastern economic growth. This latter 
development has, on the one hand, weakened the 
demand for certain imports, but on the other hand, 
has also, in some cases, slowed the development of 
export capacity. 

East-west economic co-operation continued to 
expand, as is attested to by the many inlergovern- 
mental long-term trade and economic co-operation 
agreements concluded in 1980 and 1981, which may 
be taken as an indication of the interest and 
importance attributed by governments to the existing 
relationship. However, the degree of interest 1s not 
uniform among governments, as some countries 
favour the further expansion of co-operation in a 
rather broad sense while others have formulated 
more limited concepts. 


One example of recent intergovernmentai agree- 
ments is the new trade accord between the Soviet 
Union and Turkey signed in January 1982. *** Other 
agreements were signed within the past year between 
Austria and the Soviet Union in the area of 
economic, scientific, technical and industrial со- 
operation; and between Canada, the United States 
and the Soviet Union in the area of grain trade. 
Finland and the Soviet Union signed two Protocols 
related to long-term trade and economic со- 
operation between the two countries. One Protocol 
extended an agreement initially negotiated to cover 
the period 1977-1990 to 1995 while the second is a 
new agreement signed in November 1980 covering 
the period 1980-1990. The Soviet Union and the 
Federal Republic of Germany concluded a long-term 
co-operation programme up to the year 2003. In the 
13 months up to September 1981, 16 new long-term 
agreements were signed. °°’ 


Industrial co-operation advanced in certain areas, 
as is reflected in the contract agreements recently 
reached by the Soviet Union with France, the 
Federal Republic of Germany, and Italy in 
conjunction with the Urengoy natural gas pipeline, 
which is to link Siberian gas fields with western 
Europe. Although certain issues remain to be 
resolved, and the exact volume of gas deliveries has 
not yet been decided upon by all participants, the 
overall scope of the undertaking would make it the 
largest east-west co-operation project ever. Taking all 
aspects of the proposed pipeline into consideration, 
the long-term economic impact of the project on the 
ECE region could be considerable. Other types of 
co-operation in the field of energy have also 
continued, with contracts being signed for deliveries 
of large diameter pipes. pipe-laying equipment, etc. 


‘““ The agreement is a clearing arrangement which calls for an 
exchange of Soviet fuel oil, chemicals and electricity in return for 
Turkish livestock, foods. textiles and tobacco. The list of agree- 
ments given here is by no means exhaustive. For further infor- 
maton, the secretariat register of all east-west agreements of an 
economic nature, Long-term agreements on economic co-operation 
and trade, ECE/Trade/R.425, can be consulted. 


“7 See Review of Recent and Prospective Trends, Policies and 
Problems in Intra-Regional Trade, ECE/TRADE/R.420, p. 10. 
Some existing agreements which were due to expire at the end of 
1980 were extended. generally by means of tacit renewal, for a one- 
year period. 
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Nonetheless, during the past several months, the 
political climate affecting east-west economic 
relationships has deteriorated. This is reflected in the 
proposals which have been made and actions taken 
by some western governments in conjunction with 
the declaration of a state of martial law in Poland. 
The measures being considered, or taken, are of a 
financial, commercial ап technological nature. 
Aside from some sanctions already implemented, an 
air of uncertainty prevails regarding the other 
proposals at this time. Under these circumstances, it 
would be premature to attempt an evaluation of their 
economic impact. 


The section that follows contains a review of recent 
developments in trade volumes, prices and balances; 
the evolution of the flows of invisibles and of the 
current account balance between east and west; and 
changes in east-west financial relations. The section 
will conclude with а historical note reviewing 
similarities and contrasts in the evolution of east-west 
economic relationships during and following the two 
rounds of oil price increases of the last decade. 


(b) Trade volumes, prices and the balance of 
trade *** 


Over the past decade (and even sometime before) 
the volume of western imports from eastern Europe 
has grown roughly in line with the volume of total 
western imports from the world (also see chart 1.1.1 
on page 8). However, in both 1978 and 1979, imports 
from eastern Europe rose at a relatively lower rate 
(see chart 3.6.1 (A) and tables 3.6.5 and 3.6.6). Both 
western imports from the world and from eastern 
Europe declined with the onset of the western 
recession in 1980. This trend continued into the first 
three quarters of 1981**’ as total western imports 
declined by 4 per cent while those from eastern 
Europe fell at the rate of some 12 per cent. Although 
it should be kept in mind that the data for 1981 are 
preliminary, it does appear that while total western 
imports recovered somewhat in the third quarter, the 
decline in imports from eastern Europe seemed to 
accelerate. *°° 


The volume of western imports from the Soviet 
Union had also increased broadly in line with total 
western imports from the world until the middle of 
the 1970s (see table 3.6.5 and chart 3.6.1(B)). 
Thereafter, the two trade flows diverged somewhat 
when import growth from the Soviet Union slowed 
in 1977 and 1978. However, in 1979 the upward 
trend was reversed when the volume of imports from 


‘* The analysis presented here is based upon the United 
Nations trade data base which derives from western data sources. 
However, in certain places data taken from the national statistical 
sources of the countries of eastern Europe and the Soviet Union 
are also introduced. Some differences in the two sets of data are 
due to country coverage. However, differences also arise for other 
reasons which have been analyzed in P. Marer, “Toward a 
Solution of the Mirror Statistics Puzzle in East-West Commerce” 
in International Economics—Comparisons and Interdependences, F. 
Levcik, (Ed.), Vienna Institute for Comparative Economic Studies, 
1978. ; 

38° Growth rates given for the first three quarters of 1981 are 
always calculated with respect to the same period in 1980. 

0 Trade developments for the first five months of 1981 relative 
to the same period in 1980 are given in: United Nations, Economic 
Bulletin for Europe, vol. 33 No. 4. 1981. The same source treats 
east-west trade by commodity. 


the Soviet Union fell at the rate of 2 per cent. 
Imports then continued to fall, at 6 per cent per year 
in 1980, and at about 8 per cent in the first three 
quarters of 1981. 


Given past relationships, the decline in western 
domestic economic activity and international trade is 
likely to be an important factor. although not the 
only one explaining the decline in western imports 
from the east during 1980 and 1981. An examination 
of trade developments in 1980 by commodity groups 
indicates that the import volumes of most 
commodities declined, suggesting that aggregate 
demand played an important role. *°! 


Recent developments in eastern Europe which 
have affected western imports are the direct and 
indirect effects of the drop in Polish output and trade 
(particularly coal), and in some cases, the slowdown 
in the growth of export capacity following the 
downward revision of plans. The decline in total 
western imports from the Soviet Union reflects lower 
import volumes of crude oil and oil products in 1979, 
1980 and presumably also in 1981. The quantity of 
Soviet oil exports may have been influenced by the 
rising prices of oil in those years and by the 
substantial fall in total world oil demand in 1980 and 
1981 as well. 


The volume of western exports to the Soviet Union 
accelerated from 1 per cent in 1979, to 8 per cent in 
1980, and finally to about 20 per cent in the first 
three quarters of 1981 (also see chart 3.6.1(B)). 
Although the 1981 figure is very high (the highest 
since 1976), a slowdown has taken place relative to 
the first five months, when exports were increasing at 
about 27 per cent per year. ?°? 


By contrast, the volume of western exports to 
eastern Europe remained more or less constant from 
1977 to 1979. More recently it declined by some 4 per 
cent in 1980 and was dropping further in the first 
three quarters of 1981 at the rate of 8 per cent per 
year. This latter rate is about one-half of the much 
steeper rate of decline observed in the first five 
months of the year, implying that some recovery of 
western exports took place in the intervening months. 


Recent economic developments in the west have 


intensified western government and_ enterprise 
interest in maintaining, and if possible. even 
enlarging western exports to the east. High 


unemployment. low capacity utilization, increased 
economic difficulties of certain firms, industries 
(particularly steel, investment goods, etc.) or even 
regions, and generally weak export markets (also see 
section 1(1)) have all been factors. ш particular, 
rising unemployment *** now seems to have become а 
major consideration behind export promotion. East- 
west trade has also been considered important in 
some western countries (United States, Canada, and 


361 See United Nations Economic Bulletin for Europe, vol. 33 
No. 4. 1981, table 2.7. 

та tables ale 

“3 The number of jobs in the west depending directly and 
indirectly on east-west trade is difficult to quantify, but some 
estimates have put the total at well over one million. For the 
Federal Republic of Germany alone, it has been estimated that 
between 100.000 and 300,000 jobs are maintained through exports 
to the east. /nternational Herald Tribune, 27 January 1982, р. 2. 
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CHART 3.6.1 


International trade of the developed market economies with eastern Europe and the Soviet Union 
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TABLE 3.6.6 


Trade of the developed market economies with eastern Europe and the Soviet Union 
(Percentage change over the same period of previous year, in US dollar terms) 


eS EL 


Western exports 


Western imports 


Jan.-Sept. Jan.-Sept. 
1977 1978 1979 1980 198] 1977 1978 1979 1980 1981 
A. Developed market economies with: 3 
Eastern Europe and Soviet Union .. . . | 7 18 12 =) 12 14 35 г с. 
Of HHA ASCO EUROS 2 5 5 3 5 4 6 2 19 17 9 —=12 10 14 26 
ЗОО asm e 0 en ae 16 20 15 16 14 14 43 29 1 
В. Western Europe with: 
Eastern Europe and Soviet Union . . . . 7 14 15 18 =) 12 13 36 23 г 
ajawhich= Базе UlOpe м. 2 18 14 8 == 10 12 28 13 =15 
SOME Winton 5 6 2 o 5 o «a « № 9 17 30 9 14 13 43 32 ] 
С. North America with: , : 
Eastern Europe and Soviet Union 30) 44 50 = 16 4 55 24 ay 15 
D. Japan with: 
Eastern Europe and Soviet Union =5 20 1 10 18 19 3 34 5: 3 
E. Developed market economies with: 
Eastern Europe and Soviet Union . . . . —2 14 19 14 = 9 10 38 25 =5 
орел Basten Воторе пе пе... 0 10 14 9 S10 4 13 27 22 —© 
Soviet Union . —6 20 25 20 7 15 7 49 28 = 


Sources: As for table 3.6.5 (western data) and 3.6.2 (eastern data). 


certain west European food exporters) where agricul- 
tural products make a considerable contribution to 
sectoral income and export revenue, particularly at a 
time when a favourable supply situation exists (and 
is forecast to continue in the current crop year) in the 
major traditional food exporting regions. 


Although western exports to eastern Europe have 
been linked to economic activity in that region, in 
recent years they appear to be more constrained by 
continuing balance of payments deficits. As the 
western recession and the other factors already 
mentioned reduced eastern [Europe’s_ export 
possibilities, imports have had to be more tightly 
regulated to prevent a widening of current account 
deficits. Further emphasis has also been placed on 
exports by eastern Europe as well. On the other hand 
recent harvest shortfalls have tended to increase total 
western exports to the east.*** The development of 
Soviet imports in the past two years also appears 
linked to the oil prices and revenues from energy 
exports. 


Due to the appreciation of the US dollar, western 
export prices (in terms of US dollars) declined about 
4 per cent in the first three quarters of 1981 relative 
to the same period in the previous year. Prices of 
western manufactured goods have tended to soften 
as competition in world markets increased during the 
ecohomic downturn and because of the rise in 
unused western capacity. Moreover, the prices of raw 


**4 Also see United Nations, Economic Bulletin for Europe, vol. 
33 Мо. 4, table 2.6, for the effect of trade in food on the structure 
of western exports. 


Nore: Sections A-D are based on western data; section E is based on eastern national 
sources. 


materials (except fuels), which make up some 7 per 
cent of western exports to eastern Europe, also 
declined on average. Tending to buoy western prices 
was food, particularly grain, the price of which 
increased somewhat in 1981 (in terms of US dollars). 
Energy continued to have a large influence on 
western import prices which rose around 6 per cent in 
the first three quarters of 1981. Prices of imports 
from the Soviet Union rose somewhat more at about 
9 рег cent because of the large role of energy in the 
import structure (65 per cent of total western 
imports). Petroleum products and coal, which 
together accounted for over 21 per cent of western 
imports from eastern Europe in 1980, also played a 
role in the development of western import prices 
from that region. Otherwise, the prices of the other 
goods imported by the west (mainly manufactures) 
from the east were probably affected by the same 
depressed market conditions facing western 
exporters. 


As a result of these price movements, the terms of 
trade of the developed market economies with 
eastern Europe probably deteriorated somewhat in 
the first three quarters of 1981 while the long-term 
decline vis-a-vis the Soviet Union continued. 
However, since nominal crude oil prices peaked in 
dollar terms in 1981, and have been declining since, 
the terms of trade of the western countries are likely 
to show some improvement. 


The balance of trade surplus of the developed 
market economies (tables 3.6.7 and 3.6.8) with eastern 
Europe has been declining gradually for several years 
and 1s likely to fall to a level of some $2.7 billion in 
1981. On the other hand, the western trade surplus 
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TABLE 3.6.7 


Trade balances of the developed market economies with eastern Europe and the Soviet Union 
(Billions of US dollars, f.0.6.—f.0.b.) 


ИО 1973 

A. Developed market economies with: 
Eastern Europe and the Soviet Union. 1.6 DS) 
of which: Eastern Europe . 0.9 1.8 
Soviet Union 0.7 0.7 

B. Western Europe with: 

Eastern Europe and the Soviet Union. 0.7 Noe 
of which: Eastern Europe . : 0.7 1.4 
Sovch Union: ее = = 


a) 


North America with: 

Eastern Europe and the Soviet Union. 1.5 

олиитей: ЕаетиВигорен вое. = 0.3 
Soviet Union 2 


О. Japan with: 


Eastern Europe and the Soviet Union. 0.1 = 
of which: Eastern Europe . а ма 10. 0.2 
Soviet о и = —0.4 
Е. Developed market economies with: 
Eastern Europe and the Soviet Union. .~ . 2.5 3 
of which: Eastern Europe . eee NET 2.6 
SOVIGOMMOU es ee О ill 
Sources; As Гог table 3.6.5 (western data) and 3.6.2 (eastern data) 
Nore: Sections A—D are based on western data which has been adjusted to an /.0.6. = 


f.o.h. basis by the secretariat: section Е is based on eastern national sources. A positive 


with the Sovier Union has been much more variable. 
Western surpluses in the period 1975-1978 turned to 
deficits in 1979 ($0.5 billion) and 1980 ($2.9 billion) 
as the Soviet terms of trade improved following the 
second round of oil price increases. *** However, in 
1981 the deterioration in the western terms of trade 
slowed. while western exports to the Soviet Union 
grew very rapidly. Consequently. the west is likely to 
have a surplus of some $1.3 billion with the Soviet 
Union in 1981, which would represent a $4.2 billion 
turnaround in the trade balance. 


A closer examination of the trade balances in the 
regional groupings within the developed market 
economies in trade with eastern Europe and the 
Soviet Union indicate that there are considerable 
differences (see table 3.6.7). Western Europe, which 
accounts for most of western trade with the east. has 
had a gradually declining surplus with eastern 
Europe since 1975. In 1981. the surplus could be 
reduced to under $1 billion. By contrast western 
Europe’s trade with the Sovier Union has been in 
deficit in every year during the past decade except 
1975. The oil price increases in 1979 and 1980 
increased the deficit substantially (to $4.5 and $6.3 
billion respectively), but in 1981 it is likely to be 
reduced by some $2 billion to around $4 billion. 


%5 Some of the increase in the western trade deficit with the 
Soviet Union in 1980 is due to the switch by the latter country 
from the United States to Argentina as its main supplier of grain. 
Similarly, the western trade surplus in 1981 will be smaller on 
account of this change in regional trade patterns. 


197-4 1975 1976 1977 19-8 1979 1980) 19814 
3.5 9.0 Ты 4.6 6.3 PHS) 0.4 4.0 
3.7 4.7 3.1 a9) 4.0 3.4 3,3 27 

—0.4 4.3 3.5 1.8 23 —05 20 les 
2.6 5.4 2.4 1.4 1.8 2.8 52 oh) 
32 7 2] 2.0 2.9 ey 1.1 0.9 

—0.6 Neil 0.3 0.6 1.1 4.5 6.3) —4.2 
0.5 2S 3.2 2.0 2] 4.5 .0 5.0 
0.3 0.5 0.7 0.3 0.6 1.2 1.6 Вы 
0.3 2.0 2.6 ТЫ Dep) on 2.3 3.9 
0.2 1.0 1.6 1.2 loll 12 hed Dy) 
0.3 0.4 0.4 0.6 0.5 0.5 0.6 0.6 

=)! 0.6 1.2 0.7 1.2 0.7 1.1 1.6 
5.0 11.4 10.5 7.6 9.7 6.6 р 4.8 
ay 6.5 6.5 6.1 6.4 5.4 5 Dail 

=). 5.0 4.0 1.5 353 1.1 =U | 


balance indicates а surplus for the developed market economies. 


“Projected, assuming a continuation of January—September trends of exports and 
imports, 


Thus western Europe’s trade with eastern Europe 
and the Soviet Union together has been in deficit for 
three consecutive years (1979-1981) during which a 
cumulative deficit of over $11 billion was registered 
while in the three years following the first oil price 
increase in 1973 (i.e. 1974—1976), it had a cumulative 
surplus of almost the same amount ($10.4 billion). 


By contrast North America has had a surplus with 
both eastern Europe and the Soviet Union (separately 
as well as together) every year during the past 
decade. This surplus rose to $4 billion or more in 
both 1979 and 1980 as a result of large eastern grain 
purchases and will probably rise to about $5 billion 
in 1981 for predominantly the same reason. Trade 
with the Soviet Union is responsible for the increase 
in 1981 since the surplus with eastern Europe seems 
likely to fall off somewhat. Japan has also had a trade 
surplus with eastern Europe and the Soviet Union 
(both together and separately) since 1975; the surplus 
is likely to increase further, to some $2.2 billion in 
1981, because of the larger surplus with the Soviet 
Union. Japan’s surplus with eastern Europe has been 
remarkably stable over the past five years at a level 
of some $0.5-$0.6 billion. The national statistics of 
the eastern countries show similar trends in trade 
balances (table 3.6.7, Section E). However, the trade 
surpluses of the developed market economies have 
generally been larger in terms of eastern statistics. 


As the trade surplus of the developed market 
economies was reduced in both 1979 and 1980, the 
deterioration in the trade balances was widely shared 
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by the individual western countries. The majority of 
west European countries had already been in deficit 
with the east in at least the second half of the 1970s; 
these include Denmark, Greece, Iceland. Ireland, 
Italy (whose deficit rose by over $1 billion in 1980). 
Portugal, the Netherlands, Norway, Sweden, Turkey. 


Recent economic developments and five-year plans in eastern Europe and the Soviet Union 


TABLE 3.6.8 


Estimated current account balance of payments of the developed market economies 
with the countries of eastern Europe and the Soviet Union 
(Billions of US dollars) 


Е ee ВАНИЕ Е ОЕ eee 


Trade balance” Current account’ 
ier Камеги er services estern Eastert 
я. ee в У ees 
Bulgaria 
1979 0.33 0.04 0.22 0.54 0.26 
1980. 0.65 0.02 0.27 0.92 9.29 
1981*. 1.04 0.36 0.18 1.22 0.54 
Czechoslovakia 
1979 0.04 0.80 0.46 0.49 1.26 
1980. Onis 0.45 0.57 0.39 1.02 
ИО. SUS 0.14 0.68 0.36 0.82 
German Democratic Republic’ 
1979 1.02 1.86 —0.16 0.86 1.70 
1980 . 0.46 1.64 0.28 0.74 1.92 
1981*. 0.49 1.79 0.52 1.01 2.30 
Нипзагу“ 
1979 0.50 0.75 0.59 ].33 
1980. 0.57 0.71 0.58 1.16 1.29 
1981* . 0.77 1.14 0.58 92 
Poland! 
1979 Пе) 1.61 hale: 2.24 ры 
1980. Вы 0.84 1.92 3.02 2.76 
1981*. 1.14 0.53 210 3.24 2.63 
Котата 
1979 0.61 0.39 0.56 1.18 0.95 
1980. 0.62 —0. 13 1.07 1.68 0.85 
1981*. = (0.55 1.75 1.16 0.63 —0.09 
Eastern Europe 
1979 3.62 5.44 2.78 6.40 8.22 
1980. 3.28 3.41 4.68 7.91 8.09 
98 2.60 2.71 5.21 7.82 8.13 
Soviet Union 
1979 —0.48 Nia (50 —0.78 0.83 
1980 2% == (oo —0.20 = —0.42 
1981* 1:27 2.14 0.41 1.70 2.55 
Total* 
1979 3.14 6.57 2.86 6.00 9.43 
1980 082. oe 4.96 5.28 8.28 
1981* 3.86 4.85 6.20 10.05 11.05 


SE 


Note: A positive balance indicates a surplus for the developed market economies. 

Sources: As for table 3.6.5 (western data) and table 3.6.2 (eastern data), and secretariat estimates. 

“Trade balance /.o.b.-/.0.b., except for Hungarian imports which are shown c.i,f. in the national returns. Trade balances for 1981 are projected, 
assuming a continuation of Junuary-September trends of exports and imports. 


Invisibles’ balances are secretariat estimates, except in the cases of Poland and Hungary (Hungarian data for 1981 are partially estimated). 
“Estimated using balances based on western and eastern trade data sources respectively and common secretariat estimates of invisibles flows. 


b 


(See footnote ”.) 


“Includes trade between the Federal Republic of Germany and the German Democratic Republic, 
“ Also see footnote 371 dealing with the Hungarian balance of payments. 

/ Includes $ 500 million in interest rescheduled and $350 million in interest due in 1981. 
“Includes interest paid by CMEA banks. 


the United Kingdom and Yugoslavia. *** Switzerland 
registered a deficit for the first time in 1979 which 
increased further in 1980, while Austria, Belgium- 


*** Individual country east-west data are given in tables 3.6.9 
and 3.6.10. 


Е SONS 39 is ageTes salar Foreign; trade 


Luxembourg and France went into deficit only in 
1980. By contrast, the Federal Republic of Germany 
improved its surplus somewhat in 1980. In North 
America, the $1.4 billion reduction in the surplus of 
the United States of America was only partially offset 
by Canada’s $0.8 billion improvement. 


The large improvement which took place in the 
developed market economies’ trade balance for the 
first three quarters of 1981 was also widely shared as 
the majority of western countries either increased 
their trade surpluses or decreased their deficits with 
the east. Western countries experiencing the largest 
improvements were Finland ($1.4 billion),**’ Yugo- 
slavia ($1.2 billion) and the United States ($1 
billion). Improvements in trade balances of a smaller 
magnitude were recorded by Japan, Italy. Sweden 
and Denmark. At the same time. the Federal 
Republic of Germany’s trade surplus dropped so 
sharply that it is likely to be lower than at any time 
during the past decade. Austria. the Netherlands and 
Turkey recorded higher deficits. 


Regarding the countries of eastern Europe. the 
largest changes in trade balances in 1981 occurred 
with Romania. where the western trade surplus 
of $620 million in 1980 turned to a deficit of some 
$530 million, which represents a turnaround of more 
than $1 billion. The western deficit with Czechoslo- 
vakia is projected to have increased. while western 
surpluses with Bulgaria and Hungary are projected 
to have grown; eastern statistics tend to show similar 
developments in western trade balances with the 
individual eastern countries, though, as usual, the 
western surpluses tend to be larger (deficits smaller) 
than in western data. 


(c) Invisibles and current account of the 
east-west balance of payments 


The western surplus on the invisibles account 
continued to increase from approximately $2.9 
billion in 1979. to $5 billion in 1980, and rose further 
to over $6 billion in 1981 (table 3.6.8). In fact the 
increase in this surplus has been а regular 
phenomenon which has been due to the growth of 
investment income receipts from interest payments 
(1979: $5 billion, 1980: $7 billion and 1981: $8.5 
billion) as the eastern debt has risen. In recent years 
the rise in interest rates on the international markets 
(see below) has been widening the imbalance. Taken 
together. the other items in the western net invisibles 
account—mainly transport and insurance. travel. and 
transfers—have been in deficit to the extent of some 
$2.5 billion in the past two years. Since the total of 
these three items has been substantially smaller than 
the income item. and since it has grown relatively 


“7 Finland showed the highest rate of trade growth with eastern 
Europe and the Soviet Union together in 1980 and the first three 
quarters of 1981 (see table 3.6.9). Most of this trade is with the 
Soviet Union. with which Finland has a bilateral trade agreement 
based on five-year protocols. It appears that the increase т 
Finnish exports to the east has played an important role in the 
large increase in western exports to the Soviet Union in 1980 and 
1981. The value of imports from the Soviet Union rose rapidly in 
1979-1980 following the price increases in oil and other energy 
products (which account for over 80 per cent of Finnish imports) 
on world markets, Owing to the bilateral nature of trade, this 
growth in the value of imports was compensated by increasing 
export deliveries to the Soviet Union. 
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slowly. it is likely that the variations ш the 
investment income item will continue to have the 
dominant effect on total invisible flows. 


_ The widening western surplus on the investment 
income account is attributable to the rising 
commercial interest rates in the international financial 
markets as well as to the accumulation of debt on the 
part of the eastern countries.*** The table below 
presents an average interest rate based on a basket of 
euro-currencies in which a considerable part of the 
eastern commercial debt 15 denominated. Of course. 
the extent to which this average reflects the actual 
average interest rate that a country pays on its 
commercial debt depends on the currency compo- 
sition, as well as on other factors. Some eastern 
countries have tended to maintain a relatively high 
percentage of their debt in currencies which have 
carried low interest rates (such as the Swiss franc and 
the Deutschmark). However. in light of the rapid rise 
in the interest rates on these two currencies in 1981, 
the developed market economies would have also 
experienced a relatively rapid rise on their income 
account vis-a-vis those eastern countries. On the 
other hand, credit costs (spreads and front-end fees) 
have also tended to rise for most of the eastern 
countries in 1980 and particularly towards the end of 
1981 (also see section (d)), tending to further increase 
western investment income earnings. On the other 
hand, higher interest rates have raised eastern 
investment income receipts from deposits held by 
eastern Europe and the Soviet Union in western 
banks. 


Average interest rate on inter-bank deposits reflecting a basket 
of euro-currencies 


198] 
1329 


19731974 TOS ПЖ OTA OTS: 
7.8 11.1 6.2 5.4 5.6 6.2 


1979 1980 
8.5 ee 


1981-1 1981-02 1981-03 1981-04 
13.0 14.4 15.1 12.9 


Sources; OECD Interest Rates 1900-1974. Paris 1976 and Financial Statistics Monthly, 
Paris: and secretariat estimates. 


It will be remembered that a large part of the 
commercial credits were accumulated during the 
period 1976-1978 when nominal interest rates were 
relatively low and real interest rates were often 
negative. Subsequently. the situation changed 
dramatically as nominal interest rates more than 
doubled and real interest rates became positive. 
occasionally significantly so. ** For example, the real 


‘их Interest rates on medium-term euro-credits, which make up 
a large part of the eastern debt to commercial banks, are altered 
every three. six. nine or twelve months (period chosen by 
borrower) in line with ruling short-term interest rates (usually the 
London inter-bank offered rate on Euro-dollars LIBOR). On the 
other hand interest rates on official export credits are generally 
constant for the entire period of the credit. Changes in these 
interest rates. as discussed below, affect only new credits. 

“On the other hand borrowing conditions have improved 
since the mid-1970s. Contractual spreads on loans gradually 
decreased for almost all of the east European countries (except 
Poland) and for the Soviet Union from over | per cent in 1977 
down to 0.5-0.625 per cent in 1980 while maturities were extended 
from 6-7 years (1977) to anywhere from 7-10 years in 1979 to 7-8 
years in 1980. However. in the past year or so there has been a 
reversal of this trend. 


Recent economic developments and five-year plans in eastern Europe and the Soviet Union 


302 


"О oP €s c= Gl С р Sp 95 $ G vl vl LV ae RT Задар р БРУТ 
[= 91 05 vi ф Ol me &c= р $1 LI С = 6 “ay Go) SS Se ae ee ee 
l= 55 6 SI GG c= 8 Ck РС VC Cl ewe o> iE Sts sinoqwaxn]-wnisag 
9 €€ EG Cl vl al 6 ol с OC 81 Ol | 81 "с оо a ee) LS 
JAUNOD BULLOdIY 
9 ne St 1 el \ 01 (= и S| vl ib = РС а 2 1 ЕО 
Я $6 9¢ Gl Cl 81 Ol [= 81 cI vl L = SC i Me eee te ТО 
| cE ey el vl 9C Gl 6 05 LI 6 ra = OS BS EES Se Sere CONUS 
0 L СР 91 c= ИС с ie = tae LC ve II i= = eS осо em LLY 
sa Ol 6l Ol Ol Cl 9| hie 6 6 L = = LI SS i COT 
[i II 8C al eC vat t= = 6 С 6C 95 = = т вот 
c= ЕС 9C al a 6 I] C= Ol we 81 С L Р| ^^  oygnday эпеэошэа чвичао) 
8 РС СС Ol Gl b SI СС 6 Sts vl C= й 81 т 914$ эивзошэа чвщео 
a 81 87 €l 01 ф 01 Ole= И Cl €l С с 01 Е а оо > 
l= Ol 95 Cl Ol CC [= a С SI 0c Vie Ol [6 ее еп 
ито» Aq “UOIU 1940$ ay) рир adoany Usaispa pup IdOANY ULIISIM UdAIMIAG APPLE Ца JO 
SS 61 ve vl Cl LI у | cl 81 81 | В 16 о] 
| 61 се vl Cl zal о) С cl 81 И | iS cf r [PLOT 
| 9C ev rl vl СС я Sl gl OC 91 = 6 99 ONE ВОС 
L v 95 0С в a $ Ce р 9 8С iva 0 = о 
Se 8 91 cl 6 €l cl N= ib 6 II oa | 61 FS Se Be о 
Ole 6 6 Е EG Sl je [= | | 6C Ee l= С al) о Ree ee eee 
О €C 9¢ el II 8 Ole S= 8 СЕ CE с Ol vl TF  gatignday snvisowad urwiay 
8 РС cE С! Ell € Gl Ol 9 рб €7 9— val LI Sn oqndoay seusowead чецыао 
Ri 61 Le Pl 01 р L = Ol 61 1 |= 6 6 я оо 
lee ib 95 II 8 СС 8— С a rl Ic 9— class 9C уе 
туим орви ичоко И 
1501 OS6/ 6261 NZ61 И 9261 velo] 186] ONO] 0501 №. 0/ И] 9101 suf] 
dog unr о-в 
ош UIOIS И SOUND ИУ IY 


So ee ee ae eee eee ee 


(Умов фор SQ Ul ‘ара полом JO polsad duds О! 4940 IBUDYI IBVINIIIId JONUUF ) 
1861—5461 : Aajunos 44 ‘uoIUA 191406, ay) рие adoiny usajsea рие SIMMOUOID JOYIVW рэ@о]эдэр ay) UIdMJoq эре [ 


69 ат 


со 
| 


30 61 


42 


1 14 
26 
69 


18 


—2 28 


—20 
—18 


15 


38 


61 


France . 


Germany Federal Republic’ 


Greece. 


—14 


6 


16 
15 
=20 


16 
10 


47 


38 
=; 


16 
51 


6 = 


=> 


50 


15 
30 


г 


29 
55 


28 
87 


Iceland 
Ireland. 


Italy 


S 
в 


16 


—43 46 30 


—10 


7 


з 
| 


38 
26 
=I 


13 
16 
=) 
20) 


28 


16 


32 


a 
N 


50 
24 


18 
38 
97 


22 


24 


22 
—29 


115 
16 


Netherlands . 
Norway 


28 
120 


18 


8 
В 


150 


38 


96 


Portugal 
Spain 


ag) 


48 


10 


=i) 


38 
30 


78 


24 


18 


26 
40 


23 
—16 


— 
i 


63 


20 


Sweden 


со 
т 


25 


45 20 40 
14 


—24 
—27 


21 


Switzerland 
Turkey. 


so 
ina) 


77 


87 


35 


"So 


16 
26 
12 


24 
16 
18 
22 


28 
23 
~9 
—24 


20 


44 


28 
49 


10 
12 


28 
16 
14 

42 


29 
29 


United Kingdom 


Yugoslavia 


12 
10 


10 
16 
ls 
Sy 
15 


18 
qo, 
2532 


Total western Europe . 


Canada 


oO 


Uj 
23 


31 --30 28 
Я] 


270 


Lv ay 


19 


45 


26 
27 


United States 


Japan 


= 
=13 


19 
12 
12 


18 
17 


20 10 


33 
17 


с 
Ci 


28 


25 


= № 30 


Qi 


7 


Subtotal 


19 


35 


14 


17 


12 


18 


wy 


32 


DEVELOPED MARKET ECONOMIES “ 


Foreign trade 


aA. ee, 


Including trade between Federal Republic of Germany and the German Democratic Republic. 


Based on western data. 


Vole: 


Чрхешатте trade between the Federal Republic of Germany and the German Democratic Republic. 


interest rate on Euro-dollars (as measured by the six 
month Euro-dollar rate minus the rate of change in 
the United States consumer price index) was 
relatively high (some 5 per cent) towards the end of 
1980 and even higher for most of 1981.37° 


_Тре western net investment income account vis-a- 
vis the eastern countries also reflects the role played 
by official government export credits in the total 
eastern debt. A higher percentage of this type of debt 
would not only lead to lower total interest payments. 
but also. because of the relatively fixed rates, to a less 
rapid rise in these payments during the past few 
years. 


As the gap between official export credit interest 
rates and commercial interest rates has widened, 
pressure has developed to adjust official rates upward 
from those presented in the text table on page 305. 
These rates had been agreed on in May 1980 by the 
Arrangement on Guidelines for Officially Supported 
Export Credits (the Consensus). In October 1981 the 
member countries agreed to increase the minimum 
interest rates applied to official export credits further 
by 2.5 per cent to a level of 10.0-11.25 per cent. 
Japan, whose domestic long-term interest rates have 
been below this level. agreed to make official yen 
loans through its Export-Import Banks at 9.25 per 
cent. The new rate regime went into effect on 16 
November 1981 and will last for six months. 
Although subsidization of export credits will 
continue under the new rate system, the value of 
subsidies may be reduced by an estimated 20-25 per 
cent. 


Current account 


The western surplus on current account with 
eastern Europe rose from $6.4 billion in 1979 to 
about $7.9 billion in 1980 (entirely as a result of a 
larger surplus in invisibles), whereas the current 
account deficit with the Soviet Union increased from 
$0.8 billion to over $3 billion (table 3.6.8).*"! In the 
latter case this was the result of a widening of the 
western trade deficit. 


Estimates of current account balances in 1981 
based upon projections of nine-month trade data and 
estimates of invisibles flows suggest that the western 


3” Financial Times. 17 February 1982, р. 11. 


7! The developed market economies would also show a lower 
current account surplus with Hungary in 1980 in table 3.6.8 if the 
“other” category (errors and omissions)—see below—were to be 
included in the estimates. 

The Hungarian National Bank publishes the current account 
balances of Hungary in terms of all convertible currencies, which 
covers a wider range of partner countries (including СМЕА 
members) than those included in assessments of east-west transac- 
tions; Hungarian trade data show that the convertible currency 
trade surplus registered in recent years originates entirely in trade 
with socialist countries. offsetting a substantial deficit in trade with 
market economies. 


(Millions of US dollars) 


Trade Current 
balances — Services — Transfers Other account 
1979. ee » a. =? —518 4() 90 РЕВ 
1980 . 3 ee 279 —610 46 437 152 
ал. ме. . 226 5 21 58 154 
Source: National Bank of Hungary. Marker Leuer, No. 1. September 1980: No. 2. 
March 1981: No. 3. September 1981 
Nore: “Other” is errors and omissions. 


Recent economic developments and five-year plans in eastern Europe and the Soviet Union 


304 


67'0— 9F0— 680 30 990 ¢80 860 hits. ее Se eile г И COME ва М О 00 ena ей meron ents 
HN hd] 90 Oy sO) CHW i= sie re 9 Ps Al Re SST GT ET IG 1 <> purjul{ 
6c0— [5'0— 570— 05'0— 870— 970— 610 160 330 №00 950 Ио Ore G0 о < Be 0 РЕ Pe re 
О SC 0 50101200 300. (66011950 PS OL О о ю 00 р ог SS 9 Яо 90 ее BINOQWOXIT/WINIS Og 
(90= 310—300 zen 150 560 seo SEG WL) CCN Se Ot 90} 909 CE ll IO ee ee i ak < выпу 
AMUNOD BULLLOM) у 
Cri eC OC lee О бе с Crh 995€ 0596 бес 680 99'LI WES SOE 3 ice SEC Ш Pa BOR 
(C= Же Si 0 3 Фе 9 00 PEE THE PRIZ Сб 8991 LESE т Те Е О 
€Cp— CO9— €Sb— CII— 98`0— 660— 3911 SOT 9811 SSZI 601 996 №91 СИ SECS Cell М со : `` ЦО 199$ 
(= ОФ Ve SSO по м THEW ме бе 5 О м | ое ARS ее д Bol Я о ео 
950 00 90 #0 O80 6 91 MS о Ge GRE SIS [ie Ws 66% бер 6¢7 PF 9 puvjod 
go CO CoO lol ssw GO со GE о TSN GEN 0 we SCG N00 CSO ere FOC Oe ae ae ~  Adesunyy 
O10 30'0— $0 650 I70 60 20 WG er 0 Wee HOC are 60'S, “OP PEO tere 0 ee ea "  ouqnday эивазошэ ивцызо) 
€c0O 100— +70 20 @O0— 90 110 ote OF OF в Be = ВГС 1007 р ee СТ polqnday эпвошэ( ие 0) 
LOO= 15'0—=1 61'0= 810 910 50 650 о с See м м ail WOR ше ас хх Oe с ie RIYRAO|SOYIOZ) 
о Le бо Se Te Seo RoW) Ol azo WO ESO 870 Geo ЗУМ 051 МТ №0 60 `` вые ая 
AMUNOD NG ‘UOLU 1140$ оу! PUD AdOANT илохво PUD э4олтЗ илолбом иддм194 ор: Чи JO 
Oe ae) и С р а OR 09`/ф ORE 6962 65095 SIEZ сб Сбт УбСф CE9E 160% 190 8682 > ON 
Oi? O80) Gee Gey м п OAs и 9 Whe Bee GO 9 Чи, ClO 90S о ое о — „111. 
LON 56 С 0— SGC “ORIN OHO Cr 8st 6905 ШРИ 97! 1601 768 €6¢~ O02 9991 ср Сы 69 у UOLUL] 190$ 
56`0— 70 190 890 10 900 #0 Oe ее бе бе sire op air Ose Ш № Ole Ole ° ; р __ омешоз 
Е И с С wel Oe Ere OSS Шо № 6 5 9 ES) (во < 05 с 0 Ве оо а 
MO 1050 OO Oh 0 > Oo Ge Oe We Wl Gl el Wee ме Wee № 0 = eee АЗИИ 
VO OO Gl о о ew GPO YES Op OF 10% 20% 95 о Wes Gee Gee Ble Ose © joygnday aneisotusg це) 
CO CSO 80 120 GN Bey Tho и OOS AT Use OSC re Oa el  aliqnday эпезоше uray 
C= B= TOO Lit) Be erty act вое Ce 9 0 а 5 ое 0 ле 0 Ще Че ti BIYPAO|SOYIIZ 
wl OO 0 CO S80 SFO 50 Gl 0 20 оф 5 Gro Wh let Sl Sse COL 9 Е о ша 
YUM орви ULIISIY 
pl Rol OR61 6261 86] LL61 9261 £6] O86] 6261 8261 Liol 9261 £L61 O86T 6261 NZ61 ИДО 9261 $26[ 


AIUDIDG Opvodl 


хмоЧии илом 


SOUND ULSI 


EEE 


(qof-qoys запор $0 fo зиоциЯ ) 


1861—5261 :АЛипо» Aq ‘пом вос цу pus Эбола излэззео рие зэиоцорэ зэчлеш рэ@о[элэр IY) изэм1э4 эрел|, 


01196 ATAV LE 


т 


Foreign trade 305 
А ВИ а, ВР ae 36 


аа” = 3s Official export credit interest rates 
eS SSS St a eS SSS = < Se 
ah Lo Tr i es ek ee ane CC р  Ь6ЬФФб—щ д 
= = Recent consensus New rates effective 
Sos 32 inimum 4 16 November, 1981 
сазана ae RSS ae minimum 6 November, 19. 
= оао KH -а с - 23 Е Ри Е 
а ЕЕ Maximum repayment term-vears 
> © ее 2 - ИН Sees CeO 
ооо зоо ооо ооо а анна ЕЕ 
а SY a Ss For countries 
заза ааа енЕ а £2 which are: 
и | Relatively ие 85 875 1.0 11.25 
ом -сфаеомоюч м змпаоч ЕЕ Intermediate? . ae tun atom) 55 №5 110 bes 
оч Sy ne ЕЕ Relatively poot =. 11175 #5 7.75 100. 100% 100 
Е oss 
ЕЕ) ЖыюаОаэЗз===1=О=ЭНЭНэчээтнПн 
= а са-зао KH At mM A о 2 Е Source: Financial Times. 12 October 1981. ри. 
+ 5 > > a Fa 3 Sp Sad 2 Sa ee Ra Get — = a = = = « Between May 1980 and November 1981. 
‘i т т т т т Т т is т = i. Т =“ Е 2 Includes the countries of eastern Europe and the Soviet Union. 
22 
= посол HA чо AY LO = у kia : 
ЕЕ ЕЕ 5 & surplus with eastern Europe is likely to remain about 
д. о ош ON NAN — © 32 bra : é 
Г] bad 1 | 23 the same, at somewhat below $8 billion, since an 
22 anticipated higher surplus in invisibles is likely to be 
ee ne en ae ee 5's offset by a lower trade surplus. The western surplus 
Bae eA AR Sete = eee 23 has probably increased with each of the countries of 
ee ne ee ae ВЕ . ; 
aaa г: г ть eastern Europe, except with Czechoslovakia where it 
ЕЕ took 
MNSZSenganzrogee = eenan == was unchanged. However, the largest change 
сазана * Bani 2 Яна = 22 place vis-a-vis Romania, with which the western 
23 current account surplus declined by some $1 billion. 
зятя наиб ae exclusively due to the change in the trade balance. 
аа" ae, ys И With respect to the Soviet Union, the western current 
et SEE ВА account deficit is likely to change to а surplus 
oe - 2 8 < = Se hae pe because of the large change in the trade balance. 
ee $ yy Overall, the total western surplus with the east may 
еезевчисосаен аи g well ‘have doubled т ae to some $10 eae 
мова a SSH H- = primarily as a result of trade movements and, to a 
lesser extent, to increases in investment income. The 
банана я сз differences in the two sets of western current account 
> estimates in table 3.6.8 reflect only differences in 
trade balances as calculated from eastern and 
western statistics (discussed above), since the 
FRSHRISFASHASISR TRS SHRE estimates of invisibles used are the same. 
et ke ee ok Consequently, the western current account estimates 
5 О Ма based on eastern trade data also tend to result in 
азота TRS SAH ‚ larger western surpluses (smaller deficits) than in 
Ра Е = terms of western data 
nos = асан Son tm Я vee (d) East-west financial relationships 
© Е у : 
и See ee 55 East-west financial relationships have been of 
со 0 шо “= . . с zs 
ЕЕ es Fe О eS extreme importance in the development of east-west 
cS . ol % =  trade.*” Before the intensification of this type of co- 
$y set agit к. 
она оц юм Ot = § operation starting in the middle of the и и 
соло Е вччая $< import growth from the west tended to be closely 
== linked to the growth of eastern exports to the western 
SSSSCSRSZRSTSAKR SE ЗЕ ЗЗЗ i 2 countries. This relationship between exports ane 
Sle OS OO OS gS See с £2 imports was gradually loosened by closer financia 
р 83 relationships, initially taking the form of western 
ос a . о 
= == supplier, commercial bank, and official export credits 
о 22 юг individual deals within the framework of indus- 
. о <= trial co-operation agreements, etc. However, sub- 
= < ры 3.2 sequently there was a steady increase in the eastern 
a 5 = ae . S г о 
= 5 8 в | ЗЕЕ utilization of other forms of credit such as untied 
a 5 2 = “= bank loans and borrowing оп the euro-currency 
$58 he | 22 markets. It is precisely because of this important role 
= Е. 5 Е - 2 | 552 that commercial banking has attained in recent years 
ня = = 3 5 ‘ ati « р 
Е -+%- 8 -3 9 5 235 in east-west economic co-operation, that special 
(es & ом фа = <2 8 
Е < 2% - Е нЕ Е 3 5 2 3 ‚ 8 : Е В 37? This was also one of the conclusions drawn in a recent 
5 = AS @ 5 Z . ” Py 
= ЗЕ Е ee $ З= 3 8 ie) I = Е 2 x Я о 82: secretariat study, “Determinants of и ee . Economic 
Оооо ОБЕЕЕЬЕЗ ss я Europe, Vol. 33 No. 4, November 
ОЗЕР лез ia 3 Bulletin for р. 
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Foreign trade 


Changes in the assets and liabilities of eastern Europe and the Soviet Union at the BIS reporting banks“ 
(Billions of US dollars) 


198] 
Е ls сы р Уап.- July— Jan. 
1975 1976 19 1978 1979 1980 June Sept. Sept. 
Changes in eastern: At current exchange rates 
ИХ. 0.3 1.3 0.2 2.3 4.8 0.2 6.3 1.4 —4.9 
Е в р о 9.0 Ted 4.1 9.2 8.4 3.9 2% 7 1.6 = 
Net liabilities’. . . 8.7 5.9 3.9 6.9 3.6 ЗЫ 3.7 0.1 3.9 
Changes т eastern: At constant end-of-period exchange rates 
IASSCUSh ии: ШВ 0.5 1.0 = 2.0 4.5 1.0 —4.9 1.3 —3.6 
О, ое 8.5 6.5 2.0 95 7.0 6.5 3.0 1.0 4.0 
Net liabilities”... 8.0 56 2.0 Sie) 25 95 2) — (0:3 7.6 
eee 
Sources: Bank for International Settlements, Fiftv-first Annual Report, Basle. June 1981 and International Banking Developmentsdirst, second and third 
quarter. See table 3.6.1] for explanatory notes. 
“Changes are calculated between the ends of the given and preceding periods. 
РА positive change in net liabilities indicates net borrowing by eastern Europe and the Soviet Union. 


importance attaches to the significant changes that 
have taken place in this relationship during the past 
two years. 


In 1980 commercial bank credits continued to be 
the predominant source of external finance *”’ for the 
eastern countries. Changes in eastern Jiabilities>’* 
amounted to $6.5 billion at constant exchange 
rates. *° However, since eastern assets increased by 
$1 billion, ner liabilities increased by $5.5 billion. 


This financial policy may be contrasted with the 
one pursued in 1978 and 1979 when net borrowings 
were lower ($3.5 and $2.5 billion respectively), but 


3 Commercial banks are defined as those making up the BIS 
reporting area (see table 3.6.11 for coverage). However, it should 
be noted that the eastern countries have also negotiated 
commercial credits with banks outside the BIS reporting system, 
and thus changes in positions vis-a-vis those banks are not 
reported here. In particular some Arab banks have emerged as a 
substantial source of credit in recent years. 

374 The following terms are used interchangeably: eastern assets: 
deposits; changes in eastern liabilities: gross borrowings; changes 
in net liabilities: net borrowings. 

375 Unless otherwise stated. the numbers given are changes at 
constant end-of-period exchange rates. Since flexible exchange 
rates were introduced, currency realignments have often caused 
significant changes in US dollar denominated asset and liability 
stock data and have thus affected the meaningfulness of changes 
in asset and liability stocks in dollar terms at current exchange 
rales as a measure of resource flows. Consequently, the discussion 
is based upon flows calculated at constant end-of-period exchange 
rates. Flows calculated by the two methods can differ quite 
substantially as can be seen from the text table above which 
presents both concepts. Flows calculated at constant exchange 
rates for the individual eastern countries are not available from 
the BIS, but table 3.6.11 can be consulted for country asset- 
liability positions. 

In the case of eastern Europe and the Soviet Union about one 
third of the 20.3 billion rise (i.e. about $6.8 billion) in their net 
commercial debt in US dollars between end 1975 and end 1979 is 
attributable to the depreciation of the dollar. This effect was most 
significant in 1977-78. and less so in 1979. In 1980 the sign of the 
bias changed as the dollar appreciated and current exchange rate 
figures understated net borrowings by $1.8 billion. The exchange 
rate effect was even more significant in 1981. It may also be added 
that the exchange rate effect has been relatively more important 
for official debt (not included here) which is predominantly non- 
dollar denominated. 


gross borrowings were relatively high ($5.5 and 
$7.0 billion). the differences being the comparatively 
large increases in deposits ($2.0 and $4.5 billion—of 
which eastern Europe accounted for about $1.8 
billion and the Soviet Union $2.7 billion in the latter 
year). In both years. this policy may have been 
associated with the general build up of reserves 
which took place at that time, as more favourable 
borrowing conditions prevailed in international 
markets, but which, by and large. came to an end in 
1980. Secondly. the increasing deposits registered in 
this statistical series by the Soviet Union’” may also 
reflect the growing role of the CMEA banks ш the 
recycling of surpluses of the oil-exporting countries. 


The first three quarters of 1981 were characterized 
by a sharp increase in net borrowings by the eastern 
countries which amounted to some $7.6 billion. This 
is their highest level of net borrowings from 
commercial banks since 1975. In contrast to past 
years when gross borrowings accounted for all of net 
borrowings, in 1981 the $7.6 billion drawn were 
almost equally divided between gross borrowings ($4 
billion) and the reduction in deposits ($3.6 billion). 
Thus even if gross borrowings in the fourth quarter 
are the same as in the third quarter (i.e. about $1 
billion) the volume of gross borrowings in all of 1981 
would still be below the annual rates in 1978-1980. 
in spite of the fact that net borrowings are up signifi- 
cantly from those years. 


The data for the first three quarters conceal large 
differences in financial policies between the first half 
and the third quarter. In the first half, the draw-down 
in deposits was even more pronounced ($4.9 billion), 
but the trend reversed in the third quarter as deposits 
were built up by $1.3 billion. The build-up in 
deposits in the third quarter exceeded gross 
borrowings, thus leading to a small reduction in 
eastern net liabilities. The individual countries all 


7 In the BIS data series. the assets and liabilities of the CMEA 
banks are included in the data of the Soviet Union. 
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Assets-liabilities ratios of eastern Europe and the Soviet Union at the BIS reporting banks 
(End of period) 


SS a re ee a es Se 


1977 1978 1979 1980 March 1981 June 1981 Sept. 198] 
Eastern Europe . 0.14 0.13 0.15 0.15 One 015 0.14 
Soviet Union” 0.38 0.46 0.67 0.64 0.40 0.26 (0.29 
Total” 0.22 0.22 0.28 0.26 0.20 0.16 0.18 
eee 
Sources: As for table 3.6.11. “Includes CMEA banks. Includes residual. 


shared in these changes, particularly as regards the 
building-up of deposits in the third quarter. ’*”’ 


Bulgaria appeared to follow a continuous policy 
throughout the nine months period of raising its 
deposits and decreasing its liabilities, and thus 
reduced its net liabilities to the BIS banks 
somewhat. *’* Romania also increased its deposits to 
some extent in both the first half and the third 
quarter, thus improving its liquidity position. Its 
gross borrowings in the first half were more than 
offset by a fall in liabilities in the third quarter (about 
$0.5 billion), thus resulting in a decline in its net 
liabilities for the entire period.*” Poland also 
decreased its net liabilities mainly through the 


7 The comments made on individual countries in this section 
are based upon BIS data adjusted by the secretariat for exchange 
rate changes. Given the limited information on the currency 
composition of assets and liabilities and the sharp currency fluctu- 
ations which have taken place, any figures given should be 
regarded as approximate. Also see table 3.6.11 where assets and 
liabilities are given at current exchange rates. However, it is 
important to remember when looking at that table that all 
countries’ assets and liabilities tended to be reduced in the first 
three quarters because of the appreciation of the dollar. 


* Tn the first half of 1981, Bulgaria prepaid a Euromarket loan 
syndicated in 1977 and announced the imminent prepayment of 
another also obtained in 1977. 


37? The BIS statistics do not permit one to distinguish between 
the decline in liabilities due, on the one hand, to the repayment of 
loans coming due. or to the reduction of inter-bank loans, on the 
other. 


building-up in deposits, which reached a level of 
$805 million in September, up from a low of $546 
million at end-June. Czechoslovakia, Hungary and 
the German Democratic Republic all increased their 
net liabilities, the first two mainly by reducing 
deposits, while the latter was the second largest taker 
of new credits ($1.4 billion) after the Soviet Union. 


Of the $4.9 billion drawn down in deposits in the 
first half, the Soviet Union accounted for about 
$4 billion. It also arranged over $2 billion in gross 
borrowings, thus leading to an increase in its net 
liabilities of over $6 billion. **° In previous years the 
Soviet Union had built up a high level of convertible 
currency reserves in western banks ($8.6 billion in 
1980) which were reduced to $3.6 billion by June 
1980. Soviet deposits rose by about $900 million to 
$4.5 billion in the third quarter, presumably as a 
result of gold sales, while new credits amounted to 
somewhat over $1.1 billion. 


The fall in the eastern assets-liabilities ratios which 
took place in the first half of 1981 was reversed in the 
third quarter. In both Poland and Romania, the ratio 
had fallen to very low levels by the end of March 
1981. In the Romanian case it has been associated 


**° It has already been noted in section 3.6(ii) that projections of 
Soviet trade in 1981 indicate that the Soviet Union experienced its 
first trade deficit with the convertible currency area (developed 
market economies plus developing economies) since 1976. 


International medium- and long-term bank credits 
(In millions of US dollars) 


1980 1981 
1979 1980 1981 03 04 Ql 02 03 04 

Бра ea eee eee 202 = = = os = = = =? 
Czechoslovakia . АЕ. 450 475 = 275 200 = = = = 
German Democratic Republic . 656 397 497 = 178 277 50 120 50 
Hungary AL). YET AS 39-99950 550 550 = 300 150 400 = = 
Poland ча 861 736 = 325 406 = = = _ 
Romania 280 458 337 = = 200 85 Sp — 
Eastern Europe . 3 399 2616 1584 600 1084 627 535 172 50 
Soviet Union. 320 50 25 50 = = 25 = - 
CMEA banks. 1025 = 100 = = = = = 100 

Total . 4744 2 666 1509 650 1084 627 560 172 150 


Source: OECD, Financial Statistics Monthly, January 1982, table 1.31. 
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Estimated flows between the BIS reporting banks and the eastern countries, syndicated medium- 
and long-term credits, and costs of syndicated credits 
(Billion US dollars and percentages) 
ee a eee 


1. Syndicated credits . : № 3 
то DOLTOMINGS. ae Ба 
3. Net borrowings “ Pre 3 

4. Syndications/gross borrowings 


(in per cent: |=?) 65 
5. Syndications/net borrowings 

(in per cent: 1-53) YS 102 
6. Euromoney index of syndicated 

loan costs (1979 = 100)”. 115 


Sources: BIS and OEC!H. See text tables above 


“AL constant end-ol-period exchange rates, 


19S] LON] 

Ley 1980) ee eB (OU Ue QO? 
4.7 2] 1.4 | On 
7.0 6.5 4.0 3.0 1.0 
2S) 5.5 7.6 7.9 1.3 
67 41 38 39 17 
190 48 20 15 13 
100 120 147' 116 190" 


h 5 
The Euromoney index tor the centrally planned economies ts published by the monthly of the same name. His essentially a 


Weighted average of spreads divided by a weighted average of maturities. Spreads and maturities are weighted by the fived weights 


for each country, and also by the size of the loans. Euromoucy, January WS2. р. 13 


© January October. 
“July October. 


with a foreign exchange squeeze since deposits fell to 
a level of $147 million by end-March. Subsequently 
they rose to $384 million by end-September. 


The volume of international medium- and long-term 
bank credits raised by the eastern countries in 1981 
amounted to $1.5 billion (see text table on р. 308). **' 
This is about $1.1 billion below the level of syndica- 
tions in 1980. which were already down substantially 
from the 1979 level. Moreover, a slowdown in new 
credit takings is evident in the second half of 1981 
relative both to the first half of 1981, as well as to the 
second half of 1980.**? Мо syndications were 
announced in January or the first half of February 
1982.°*3 In January of both 1979 and 1980 eastern 
syndications totalled at least $200 million. 


An analysis of borrowing changes on a country- 
by-country basis suggests that there is likely to be a 
variety of explanations for the slowdown т 
borrowing. One of the major reasons has been the 


‘It should be borne in mind that although data on syndicated 
Euro-currency credits are the most current available indication of 
the borrowing activities and needs of countries, they do, 
nevertheless. represent only a portion (and often a markedly 


changing one as shown below) of a country’s total amount of 


commercial borrowing. No short-term credits are reflected in these 
figures, nor are non-syndicated loans. which can also be consid- 
erable in the case of certain borrowers. 

“2 The borrowing in the last quarter was influenced by the 
following developments. The CMEA International Investment 
Bank, which has enjoyed excellent borrowing conditions, obtained 
a credit of $100 million. The conditions for this particular credit 
were an interest rate set at one-half point over the London inter- 
bank rate for the first two years, increasing to five-eighths point 
for the final three years, plus front-end fees. On the other hand. an 
$80 million Eurocredit that Romania had negotiated (conditions: 
seven-eighths point over LIBOR; 8 year credit maturity) in 
conjunction with the purchase of nuclear power plant equipment 
was shelved by the participating banks. 

м This information should be regarded as preliminary, as 
should the data for the fourth quarter of 1981. 


departure of Poland from the market. ** On the other 
hand. lack of need for new credit seems to explain 
Bulgaria’s absence. Czechoslovakia. which has had 
one of the best credit ratings. apparently has chosen 
to meet some of its financial needs by drawing on its 
currency reserves. In the second half of 1981. 
Romania experienced some difficulties in borrowing. 
which apparently reduced its new credits below 
desired levels. For the German Democratic Republic 
and Hungary. borrowing activity was about the same 
or higher than in 1980 (but below the levels of 1979). 
Nevertheless, borrowing became more expensive (see 
below) and eastern demand may have been reduced 
somewhat for that reason. *** 


As a result of these trends. the ratio of syndicated 
credits to gross borrowings**’ has been falling (see 
table above). The tendency is even more pronounced 
if syndications are compared to net borrowings. **’ 
This implies that the eastern countries have increased 
recourse to short-term financing and other non- 


“! The formal rescheduling of Poland’s debt has essentially 
precluded further Eurocredits for the time being. In lieu of access 
to the market. much of the financing of Poland’s debt servicing has 
been met mainly through the rescheduling of interest and repay- 
ments. Nevertheless. Poland continues to have considerable 
convertible currency credit needs. 

*S It may also be noted that total borrowing costs, which 
include nominal interest rates plus spreads and front-end fees, rose 
to record levels in 1981. From a macro-economic point of view, 
such costs can constitute quite a heavy burden, and thus may also 
be an explanation for lower borrowing in some cases. 

6 Gross borrowings (and net borrowings) at constant end-of- 
period exchange rates as reported by the BIS (see text table 
above). These data reflect not only a very large part of the syndi- 
cated credits, but also short-term and unpublicized borrowing. 
Credit obtained from outside of the BIS reporting area is not 
included, but the figures presented should give an idea of general 
trends. 

“7 The second indicator, syndications/net borrowings, 15 
probably more revealing since it also accounts for changes in 
deposits. As mentioned above, changes in deposits were very 
important in 1979 (increase) and 1981 (decline). 
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Undisbursed credit commitments 
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а Е 


(Ay a percentage of counTIV 


(/n millions of US dollars) liabilities at BIS banks) 
End-June End-Dec. End-June End-June End-Dee. End-June 

1980 1980 1981 1980 1980 198] 

Bulgaria : 495 479 317 14.1 16.7 13.6 
Czechoslovakia . ДАР 391 295 209 12.5 8.3 6.4 
German Democratic Republic . 1407 1505 SN 14.5 152 14.6 
Hungary 670 669 625 8.6 8.4 8.9 
Poland . 3920 3870 2285 24.9 23.9 ES) 
Romania . 1199 1050 747 21.6 18.2 13.8 
Soviet Union 2270 18722 2006 18.3 12.8 13.9 
Total“ 10 368 960! 7702 17.9 16.1 13.4 


Source: BIS, The maturity distribution of international bank lendingfirst half 1981—developmenty. January 1982. 


“Includes Albania and residual. 


syndicated borrowing, transactions in which it has 
perhaps been somewhat easier for them to agree to 
conditions that may be less favourable than in the 
past. Indeed during the last two years, borrowing 
conditions for syndicated Eurocredits (as reflected by 
spreads, maturities and front-end fees) became less 
favourable for the eastern countries. The Euromoney 
index of borrowing costs rose from an average of 100 
in 1979 to about 120 in 1980 on account of a very 
sharp rise (to 220) in the second half of that year. 
Subsequently it declined, and remained fairly stable 
at about 120 during the first half of 1981. The second 
recent major rise in the index began about July, 
reaching over 200 in September, and then rising 
Turtiersto Over 270 in October, % 


Undisbursed credit commitments dropped by some 
$2 billion in the first half of 1981, with Poland and 
Romania accounting for most of the decline. 


Bond issues have provided only a small fraction of 
the credit needs of the few eastern countries which 
have chosen to use this method of finance. In the past 
several years, even this relatively low level of utili- 
zation has been reduced. In 1981, only Hungary 
made a bond offering (in October) for $20 million. *°° 


External bond issues by eastern Europe 
(Billions of US dollars) 


1971-1977 1978 OTe 1980 1981 


Total 643.0 30.0 WT 50.0 20.0 


Sources: OECD. International Financial Statistics and Financial Statistics Monthly. 


*“ It should be noted that the index may also have been 
influenced by the small volume of syndicated credits obtained by 
several countries during the second half of 1981. For this reason 
the index should be viewed only as 2 general indicator of trends. 
Moreover, it appears that there have been considerable inter- 
country differences in borrowing costs. 


“It has also been reported that some eastern countries have 
had to pay premia on inter-bank loans which are normally 
arranged between banks at the London inter-bank rate (LIBOR). 


°° Morgan Guaranty, World Financial Markets, December 
JOS pa loe 


Officially supported export credits have continued 
to play an important role in the financing of east- 
west trade, as is implied by the recent credit arrange- 
ments made in conjunction with the Urengoy gas 
pipeline projects, the Italian credits in support of 
machinery exports for the Romanian nuclear 
programme, etc. *’' Nevertheless, it is difficult to get a 
comprehensive view of trends in this area of credit. 
Official export credits are generally tied to. and used 
for, financing particular export orders, generally of 
machinery and equipment, but also of some agricul- 
tural products. Conditions normally require that the 
importer make a cash down payment of some 10-15 
рег сепи. *°? As a result, this type of credit will meet 
only particular types of credit needs. However. if 
commercial credit becomes more costly or more 
difficult to obtain, some countries, which in the past 
have preferred the flexibility of commercial loans, 
may turn more to this type of financing. 


Given the present interest of western governments 
in promoting exports it may be assumed that a 
sufficient supply of funds has been made available to 
meet most requests. *** Yet there have recently been 
some cases of an unwillingness on the part of western 
governments to increase official financing because of 
its implication for their own pressured domestic 
public sector borrowing requirements. Even at the 
new interest rates established by the Consensus in 
October 1981 (see section (c)), officially supported 
export credits are still subsidized in most western 
countries. The supply of this type of credit made 
available to the eastern countries appears to have 


*' Also, the so-called “swing” credit, which is a trade credit 
facility made available by the Federal Republic of Germany to the 
German Democratic Republic in support of trade between the 
two, was renewed in December 1981. The credit totals DM 850 
million ($380 million) and is interest free. 


** It may also be possible to obtain commercial bank credits to 
cover this portion, but at the more costly commercial financing 
conditions. 


* For example, a new global agreement (accord-cadre) was 
concluded between France and the Soviet Union at the beginning 
of 1981. Under the agreement the Soviet Union is guaranteed 
fixed interest rates for certain amounts of credit and certain 
maturities. 
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Gold sales by eastern Europe and the Soviet Union 
a ВОИНОВ ВИО 


1974 1975 1976 1977 1978 1979 1980 1981 
тб р о о с se S0) 150 350 450 450 290 90 200-300 
Value (in billions 

Е ss ee 0.6 0.6 1.4 1.8 3.0 2.8“ ПЕ Tea) 


NS 


Source: Bank for International Settlements, Annual Report, and press reports. 
“Estimated using average annual London prices for 1979-1980. 


been more stable than certain types offered by the 
commercial banking sector. in spite of increasing 
uncertainty. 


Although the supply of this type of credit seems 
relatively assured, the development of demand in the 
eastern countries, given its limited applicability to 
certain types of imports, is uncertain. On the one 
hand, the Soviet need for this type of credit has been 
expanding rapidly as the negotiations for the 
Urengoy pipeline have progressed. On the other 
hand, the value of eastern imports of machinery and 


possibly by as much as $6 billion for all of the east 
(and by almost $2 billion for Poland alone) below 
what it would have been had exchange rates 
remained constant. The exact percentage reduction 
experienced by each country depends upon: the 
currency composition of its debt. 


Estimated net debt of eastern Europe and the Soviet Union to 
the developed market economies 
(End of year, billions of US dollars) 


> у 1979 1980 198 КР) 

equipment has been stagnant, and probably declined 
in 1981 as import priorities have been changing. The Bulgaria . . 2 2. 2...) 37 3.2 2.3 
higher interest rates on mew official credits Czechoslovakia. . . ... . 31 a5 3.6 
mentioned above may further tend to reduce German Democratic Republic. . 8.1 9.6 136 
demand as well. Hungary. Gy 3325 @ts Si. 2 Mahe: 18) 7.4 7.8 
, Poland ’ ee) сво eee 208 22.1 22.4 
Other financing, which includes gold sales by the Romania’. . . . .... . 69 9.1 9.6 
eastern countries, most of which represent the sales Eastern Europe 49.2 54.9 57.0 
by the Soviet Union, declined substantially in 1980 Sauna; Oa BS 195 

for the second year in a row to a level of about 90 RL ALA Ra Th) Le os carl CELT mer 

: СМА Ва 4.0 4.0 4.2 

tons. Two factors probably contributed to this 
Total . 65.3 72.4 80.7 


development, the more important probably being the 
rapidly growing oil export revenues of the Soviet 
Union in 1979 and 1980. Secondly, the price of gold 
increased from an average of $193 per fine ounce 
(London) in 1978. to $307 in 1979 and $612 in 1980. 


In 1981 gold sales reportedly increased to 200-300 
tons, the latter figure implying a sales value of some 
$4 billion (at $425/fine ounce). It is likely that most 
of the sales were made in the last quarter of 1981 
when prices were declining. Indeed, the sales 
themselves were probably a factor in this regard. 
These trends appeared to be continuing in the 
beginning of 1982. 


The total net debt of the eastern countries to the 
developed market economies increased from some 
$72 billion at the end of 1980 to an estimated 
$81 billion at the end of 1981. *°* An important factor 
influencing the level of the debt (in terms of US 
dollars) was the substantial appreciation of the US 
dollar during 1981. Since the eastern convertible 
currency debt is denominated in a number of 
currencies, the revaluation of the US dollar led to a 
reduction in the dollar value of the eastern debt 
between the end of 1980 and the end of 1981, 


194 These estimates are based upon trends in trade and invisibles 
during the first nine months of 1981, and accordingly should be 
treated as provisional estimates. If credit conditions did tighten in 
the fourth quarter, or if countries decided for various reasons to 
borrow less. they might have reduced their current accounts deficit 
with the west. 


Source: Secretariat estimates; P—Preliminary. 

Note: Gross debt includes short-. medium- and long-term liabilities. Assets include 
only eastern deposits in western banks. Net debt equals gross debt less assets. 

а The estimates in this table are consistent with the definition of net debt applied т 
previous studies by the ECE secretariat. In this regard it should be noted that the 
Hungarian National Bank has given the Hungarian outstanding net convertible currency 
debt at $5.016 million at the end of 1979. $5,388 at end-1980, and $4.843 at end-June 
1981. These sums, which are. by definition, different from those given in the table, reflect 
differences in coverage and above all the treatment of the country’s gold reserves, which 
are not accounted for in the secretariat’s estimates. See Market Letter, National Bank of 
Hungary. September 1980. March 1981. and September 1981. Also see note dealing with 
the Hungarian balance of payments in section (c). 

/Poland’s convertible currency indebtedness to other CMEA countries was $2.6 
billion in 1981 (end-August data), which included $700 million owed to CMEA banks. 

‹ Romania’s debt includes debt to the World Bank and the IMF. 


(e) East-west trade following the two rounds of oil 
price increases: a comparison 


Given the impact that the two rounds of oil price 
increases and subsequent policy measures have had 
on the world economy, it was felt useful to examine, 
in a cursory fashion, their effects on east-west trade. 
In the following note, the impact is evaluated in 
terms of trade volumes and trade and current 
account balances. The changes in several constraints 
between the two periods are also examined. (Also see 
charts 3.6.1(A)—3.6.1(B).) 


In the years preceding the first round of oil price 
increases (1970-1973 in the following text table), the 
volume of east-west trade grew, On average. more 
rapidly than the total trade of the developed market 
economies with the world: western exports to eastern 
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Volume of trade of the developed market economies with eastern Europe, the Soviet Union 
and the world, 1970—1981 


a ииипи_ Tir r Tanna 


Average 


Average 


1970-1973 1974 1975 1976-1978 1979 1980 19814 
Western exports to: : 

Wiorldtite nan eee: 10 7 = 7 7 5 = 
Eastern Europe. . 14 15 4 0 1 = 8 
Soviet Union. . . 17 —14 43 9 | 8 20 

Western imports from: 

Ма ах UA wales" 9 | =i 7 8 —2 —4 
Eastern, Europes... 9 1 | 7 3 ==! = 
Soviet Union. . 6 =] 7 9 I) —6 = 

Source: UN Monthly Bulletin of Statistics, and secretariat estimates. Average annual rates of growth. 


Ч January-September relative to the same period in the previous year. 


Europe and the Soviet Union grew significantly 
faster than did western exports to the world. On the 
other hand, western imports from eastern Europe 
increased at the same rate as western imports from 
the world, while those from the Soviet Union rose 
somewhat more slowly. 


In 1974, the year following the oil price increase, 
the trade of the developed market economies with 
the world slowed appreciably, and in the subsequent 
year, 1975, the first full year of the recession, it 
declined sharply. Nevertheless, the volume of 
western exports to eastern Europe continued to grow 
relatively rapidly in both years. Exports to the Soviet 
Union grew somewhat unevenly, declining sharply in 
1974, and rebounding strongly in 1975, thus 
averaging to a strong export push in the two years. 
On the whcle, this development in western exports 
was in line with decisions of a medium- and long- 
term nature taken earlier in eastern Europe and the 
Soviet Union to import considerable quantities of 
machinery and equipment for the purpose of stimu- 
lating industrial growth.*’* In addition this strategy 
called for a greater reliance upon imported inter- 
mediate goods and, in some cases, оп more consumer 
goods. Western imports from the east fared 
somewhat better than total western imports during 
this period, 


Although the period 1976-1979 was one of 
recovery and growth in western trade, the average 
growth rates achieved were some 2-3 percentage 
points below those in 1970-1973. East-west trade also 
picked up, but at a slower rate as well, while 
important shifts took place in the structure of ECE 
intra-regional flows. The volume of western trade 
growth (both imports and exports) with the Soviet 


“> should be noted that a factor influencing western exports 
to the east and trade balances during the period in question, but 
which is not related to the oil cycle, is the occasional large 
purchase of agricultural products by the east. By coincidence, 
harvest setbacks have been experienced in several years corre- 
sponding to recession in the west. Thus, on the one hand, the 
recessions have reduced eastern export possibilities, while on the 
other, the purchases of food have increased expenditures on 
imports. The Soviet Union significantly increased its purchases of 
agricultural products in the west in 1975 and 1979-1981, while 
eastern Europe did the same in 1976 and 1980-1981. 


Union was rapid and exceeded that of its trade with 
the world by a couple of percentage points. Western 
imports from eastern Europe rose as fast as those 
from the world, thus re-establishing the same 
relationship that existed in 1970-1973. On the other 
hand, the volume of western exports to eastern 
Europe tended to be sluggish. 


The development of east-west trade in the period 
following the second round of oil price increases (i.e. 
1979 and after) has already been described in detail 
above in section (b). However, before examining 
some of the cyclical relationships between east-west 
trade and total western trade, the following observa- 
tions can be made: 


First, in contrast to the relationship that existed 
during 1970-1973 and 1976-1979, western imports 
from eastern Europe and the Soviet Union have 
developed less favourably during the present 
recession than have total western imports. This raises 
the question whether there are some factors, already 
mentioned above in section (Ъ). that have taken on 
increased importance within the last several years. 


Secondly, during the periods of decline of total 
western trade following the two rounds of oil price 
increases, western exports to the east behaved in an 
anti-cyclical fashion. This is particularly true of 
western exports to the Soviet Union, which boomed 
in 1975 and 1979-1981. It was also the case of 
western exports to eastern Europe in 1974—1975. 3% 
On the other hand, the declining western exports to 
eastern Europe in 1980 and 1981 behaved in a pro- 
cyclical manner. The reasons for this difference are 
examined below. 


The macro-economic stimulus to the west provided 
by the anti-cyclical flow of western exports to the east 
has probably not been of major importance 
(although the effect after the first round was stronger 
than after the second), given the relatively small 
weight of exports to the east in total western 


“* Western exports to both eastern Europe and the Soviet 
Union continued to rise in 1976, the year when developed market 
economy trade was recovering, and this trend thus contributed 
somewhat to the recovery. 
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exports. *’’ Nevertheless, for some countries— 
Finland and Yugoslavia can be cited as examples— 
as well as for certain industries—presumably 
investment goods after the first round of oil price 
increases—the impact was significant. 


Finally, western balance of trade surpluses increased 
substantially in 1974 and 1975. In volume terms 
western exports rose rapidly relative to imports in 
trade with eastern Europe in both 1974 and 1975. 
Since the western terms of trade with eastern Europe 
did not change appreciably in the same period, the 
western trade surplus with that region (which had 
already been rising) rose sharply (see table 3.6.7 and 
text table below). The western experience vis-a-vis 
the Soviet Union was somewhat different in that 
there was a deterioration in the western terms of 
trade in 1974, and a relative decrease in western 
exports, which led to a small western deficit. 
However, in the subsequent year the strong increase 
in western exports relative to import volumes, 
coupled with an improvement in the western terms 
of trade, led to a large rise in the western trade 
surplus. Thus during the years 1974-1976, the 
western trade surplus with eastern Europe and the 
Soviet Union together cumulated to about $20 
billion (western data) or $27 billion (eastern data). 
The development of these balances is noteworthy 
since it was the western surpluses in this period that 
gave rise to the rapid accumulation of eastern debt. 
In 1973, the total eastern debt to the west was about 
$11 billion and had been increasing relatively slowly 
up to that time. By end-1976 it had risen to almost 
$40 billion. Moreover, the trade balances had a large 
impact on current account balances in the period 
1974—1976 but less so in 1979-1981. The significance 
of this is discussed below. 


Cumulated trade balances of the developed market economies 
with eastern Europe and the Soviet Union 


1974-1976 1979-1981 


Westera Eastern Western Eastern 
data data data data 
Eastern Europe 
and the Soviet Union 19.5 26.9 7.3 14.7 
of which: 
Eastern Europe 12.0 18.0 9.4 11.6 
Soviet Union . . . 7.4 8.9 —2.1 3.0 


The trade volume and balance data presented 
above suggest that a relatively rapid east-west trade 
adjustment process has developed on the part of both 
the developed market economies and the Soviet 
Union in response to higher real energy prices. 
During the two rounds of oil price increases, the 
western trade balance with the Soviet Union tended 
to deteriorate at first while Soviet export revenues 
from energy rose. However. in both periods, the 
revenue increase subsequently resulted in a very 


7 Even though the growth of exports to the east in volume 
terms was very high in 1975, i.e. 20 per cent, the share of exports 
to the east in total western exports was only 5 per cent. For 
western Europe, the share was 6 per cent. Subsequently, these 
shares have declined. 


rapid rise of Soviet imports from the west, which, in 


turn led to a subsequent improvement in the western 
trade balance. 


Generally. higher prices of imported oil have 
affected the developed market economies in two 
important ways. The loss in terms of trade represents 
a transfer of income to the oil exporting country. If 
this revenue is not re-spent rapidly in the oil 
importing country. thus leading to an increase in its 
exports, the economy will experience a deflationary 
impact. Moreover, if a large percentage of world oil 
exports Originates in a “low absorbing” country. as 
has occurred during the recent period, oil revenues 
may not be used to directly stimulate oil importers’ 
exports. These revenues are recycled, thus 
lengthening the lag between western expenditures on 
oil and the ultimate purchase of goods in the form of 
western exports. In fact, following both oil price rises, 
incertitude about the prospective OPEC expendi- 
tures response has added an additional element of 
uncertainty to export and output forecasts for the 
developed market economies. By contrast. it may be 
noted that the growth rate of western exports to the 
Soviet Union began to accelerate at most one year, 
and possibly less, after oil prices rose in both 1973 
and 1979. Similarly, western export growth to eastern 
Europe was fuelled in 1974 and 1975 as petro-dollars 
were recycled from OPEC to eastern Europe. with 
western banks acting as intermediaries. However, 
subsequent to the second round of oil price increases, 
demand for recycled funds in eastern Europe has 
been relatively smaller for the reasons mentioned 
below. 


A comparison of the current account developments 
between the developed market economies and the 
eastern countries on the one hand, and the developed 
market economies and the world on the other, 
following the two rounds of oil price increases, 
reveals important differences in the patterns of 
current account balances as well as in the relative 
impact of the east-west economy on the western 
external account. 


Firstly, the $7 billion rise in the western surplus 
with the east in 1975 was relatively large in 
comparison with the total western current account 
deficit of $21 billion in 1974, implying that this 
regional flow played an important role in the rapid 
elimination of the western current account deficit. By 
contrast, after the second round of oil price increases 
began at the end of 1978, the western current account 
surplus with the east declined in the two successive 
years. Consequently, in comparison to the earlier 
period. trade with the east played a reduced role 
from the point of view of the west’s external 
adjustment process. However, the situation changed 
somewhat in 1981 as the western surpluses increased. 
but in relative terms the effect was still substantially 
smaller than in 1975. 


Secondly, due to the altered composition of the 
western current account surplus in the late 1970s, it 
provided a smaller stimulus to east-west trade than in 
1974-1975. The western current account surplus in 
the early 1970s was essentially the same as the 
western trade surplus (invisibles balances being quite 
small). implying that the east was providing some 
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Current account balance of payments of the developed market 
economies 
(In billions of US dollars) 


—_ 3—3 


With Eastern Europe and the Soviet Union 


Western trade data Eastern trade data With the world 
ПО. 1.6 23 77 
[OU Bee as Br 2.6 3.6 9.5 
а eee Be, 5-7) —20.9 
S/S сами 10.1 12 5.4 
1976 prs = 8.2 1:3 — 14.8 
LORD yee: 6.2 8.9 —21.4 
LORS eee ee) = 8.5 11.6 14.2 
О РЕ 5.9 9.3 —27.1 
NO: es 52 8.0 — 67.4 
LOS ое. 9.8 ion —25.8 


Sources: Economic Bulletin for Europe. Vols. 28 and 33, and tables 1.1.13 and 3.6.8 of 
this Survey 


macro-economic stimulation (although it was 
probably relatively small as argued above) through 
its demand for western exports. With the large 
increase in the western surplus in 1975, the relative 
eastern demand for western exports was increased. 
By contrast, at the time of the second round of oil 
price increases, the western current account surplus 
with the east reflected mainly eastern interest 
payments on debt. This was particularly true in 1980, 
when the trade balance was almost zero (western 
data), and only to a lesser extent in 1979 and 1981, 
when there were positive western trade balances (see 
table 3.6.8). However, in real terms, these trade 
balances were still small compared to those in 1975 
and 1976. 


The interest payments, which in 1981 amounted to 
almost $9 billion, have several effects none of which 
is particularly significant from the point of view of 
macro-economic impact. *” 


The change in the evolution of western trade with 
eastern Europe during the two recessionary periods 
appears due to the tighter constraints that are 
presently being faced. When eastern trade deficits 
widened in 1974-1975, financing was facilitated by 
the highly liquid international financial markets that 
resulted from recycled OPEC surpluses. А conver- 
gence of east-west interests evolved as western banks 
competed to lend to countries with good credit 
ratings and, simultaneously, to diversify their 
portfolios as well. At the time the eastern countries 
had low levels of debt. and debt servicing was a 
relatively small burden. In spite of the ballooning 
deficits. the initial decision to borrow was made 
easier, since interest rates were declining (they were 
often negative in real terms) and borrowing condi- 
tions were improving. Nevertheless, in 1976 (during 
which eastern deficits were aggravated by large food 


8 The interest payments are funds recycled into the interna- 
tional financial markets where, in the light of high liquidity, they 
now do little to directly increase the demand for goods. However, 
the flow of funds does represent a transfer of income to the west 
(particularly at the present high rates of real interest) and, 
presumably, stimulates western domestic demand at least to some 
degree. 
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imports), greater efforts were made to limit and even 
reduce deficits. 


With the onset of the western recession in 1980 
after the second round of oil price increases, there 
was neither a continuation in the growth of western 
exports to eastern Europe, nor an increase in western 
trade surplus, as had occurred some years earlier. 
However. tighter external constraints (a higher level 
of debt than in 1973. a greater debt servicing burden, 
and a current account deficit with the west of some 
$6-8 billion in 1979) necessitated a policy of import 
restraint even before the effects of the second oil 
price rise started to be felt. In this situation, the 
decline in western demand for east European goods 
in 1980 led rather quickly to a reduction in eastern 
imports from the west (see table 3.6.8). In this way 
the east European current account deficit has been 
kept roughly constant. However. in the meantime, 
the structure of the eastern current account has been 
changing as net interest payments have risen (due to 
rising-interest rates*’?) while the trade deficit has 
gradually been reduced. This has tended to put a 
further downward pressure on western exports. 


By contrast, western trade with the Soviet Union 
developed in a broadly similar manner after both 
rounds of oil price increases. These led to large 
additions to Soviet export revenue, which in turn was 
used to increase imports from the west. Similarly, 
once oil prices stopped increasing, the continuation 
of imports from the west led to Soviet deficits in both 
1975 and 1981.*°° However, in both cases, the 
external constraints on the Soviet Union were not 
particularly tight given its relatively low level of debt, 
excellent credit rating in the financial markets, and 
its capacity to sell gold as necessary. 


In the years leading up to the first oil crisis, there 
was a general trend in the west towards the lifting of 
trade restrictions affecting the east. **' Consequently, 
the period 1974—1975, and possibly some years after 
that, was probably the least encumbered by restraints 
on east-west trade. However, as unemployment 
increased in the west and pressure grew on the 
balance of payments position of some CMEA 
countries, each group of countries tended to respond 
with a variety of measures affecting its total foreign 
trade and, thus, its east-west trade as well. Despite 
these tendencies. however, some countries did 
manage to,continue to pursue trade liberalization in 
certain areas. Nevertheless, it is likely that by the 
onset of the second round of oil price increases, the 
general trend towards trade liberalization in the 
region had been reversed. 


* The development in Eurocurrency interest rates (reflecting a 
basket of Eurocurrencies) during the two periods also provides an 
interesting and important contrast. After the first rise in oil prices 
in 1974, interest rates shot up, but plunged in 1975, after which 
they remained at relatively low levels until 1979. By contrast, 
interest rates rose, оп average, in three successive years (1979- 
1981) reaching historically high levels in the last year. Net interest 
income of the west from the east increased from some $1.6 billion 
in 1975 to $3.6 billion in 1978 and to about $8.5 billion in 1981. 


oe Also see footnote 395 on p. 312 dealing with agricultural 
trade. 


*' This development has recently been reviewed in quantitative 
terms in “Determinants of east-west trade; 1965-1978”, United 
Nations, Economic Bulletin for Europe, Vol. 33 No. 4, 1981, 
Chapter 3, pp. 574-575. 
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